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PREFACE 



Yale University, in launching a course in insurance on lines 
not previously attempted, gave ofl&cial recognition of the pro- 
found importance and significance of the subject, considered 
both from the standpoint of society and the individual. In- 
surance had before been taught both at Yale and at other 
universities, but never on lines which entered so thoroughly 
and so deeply into the history, philosophy, economy and science 
of the subject. In opening this course, Yale broke new ground 
and the lectures which formed the main body of the course 
in insurance, of the Academic year 1903-4, brought together 
an amount of material on this subject which had never before 
been gathered in any such form or to any such extent. 

This is said in full recognition of the large and most valuable 
body of insurance literature already in existence. It is the 
point of view taken in the preparation of this material which 
gives it its peculiar value to the students of the subject and 
to those who are interested in it either as a business or as a 
profession. The object of the course was to give the student 
such a knowledge of the fundamental principles of insurance 
and such a view of its extent and its methods of operation 
as would enable him to judge accurately of its power as an 
economic force, and would further prepare him for wise action 
when the duties of his profession or business required him to 
guard himself or others from possible loss. It was further 
intended to furnish a broad, preliminary view of insurance 
for those who intended to enter it later, either as a business 
or as a profession. 

These two classes of men are found in very large quantities 
outside of the list of students of any and all American univer- 
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sities and the publication of these lectures is intended to give 
them, as well as those who are making an academic study of 
insurance, the advantages which were first given to the 
students of Yale, who elected this course. It is also believed 
that; these lectures will be welcomed by those who are actively 
engaged in insurance work because they put in such clear and 
interesting form many of the most important facts, principles 
and problems of the subject. In other words, it is hoped 
that the publication of the^e lectures will furnish not only a 
text-book for those who have the advantages of academic study 
but a source of information to the general student and of 
practical assistance to the insurance worker. 

Those into whose han(k this volume will fall, will, we 
think, unite in grateful acffliowledgmBt to all the men who 
gave their services in the preparation of these lectures out of 
their study and experience. To them the editors of this book 
certainly wish to render their sincere thanks for their coopera- 
tion in the preparation of the volume, and no less to the men, 
Mr. A. A. Welch of Hartford and Dr. John M. Gaines of New 
York, whose services in the difficult work of the quiz made the 
first and experimental year at Yale a success, and helped so 
materially to establish the lines on which this subject could 
in the future profitably be continued as an integral part of 
the education furnished by a university. 

The Editors. 
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Observations on Insurance History 
definition of an insurance 

POLICY 

BY JOHN M. HOLCOMBB 

A policy of insurance is essentially a contract for indemnity 
and not for profit, and its object is to relieve the individual 
from the heavy weight which would fall upon him through 
no fault of his, by distributing the burden over the community. 

Insurance is a contract whereby one for a consideration 
undertakes to compensate another if he shall suffer loss. All 
that is requisite to constitute such a contract is the payment 
of consideration t^ the one, and the promise of the other to 
pay the amount of loss agreed upon in the contract to the 
person entitled to claim it, upon the happening of the con- 
tingency contemplated in the contract 

It had its origin in the necessities of commerce, it has kept 
pace with its progress, expanded to meet its rising wants and 
to cover its ever widening fields, and under the guidance of the 
spirit of modem enterprise tempered by a prudent forecast, it 
has from time to time with wonderful facility adapted itself 
to the new interests of an advancing civilization. 

It is applicable to every form of possible loss. Wherever 
danger is apprehended or protection required, it holds out its 
fostering hand and promises indemnity. This principle un- 
derlies the contract, and it can never, without violence to its 
essence and spirit, be made by the assured a source of profit, 
its sole purpose being to guarantee against loss or danger. 
"Though based upon self-interest," says De Morgan, "y«t it 
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is the most enlightened and benevolent form which the pro- 
jects of self-interest ever took. It is in fact, in a limited sense 
and a practicable method, the agreement of a community to 
consider the goods of its individual members as common. It 
is an agreement that those whose fortune it shall be to have 
more than average success shall resign the overplus in favor 
of those who have less. And it has as yet been applied only to 
the reparation of the evils arising from storm, fire, premature 
death, disease and old age, yet there is no placing a limit to the 
extensions which its application might receive if the public 
were fully aware of its principles and of the safety with which 
they may be put in operation." 

There exists in the minds of many a distinction between 
insurance on lives and insurance on visible property, on the 
ground that the former is simply an agreement to pay a fixed 
and arbitrary amount at the death of the insured, without 
reference to any actual damage, and the latter an undertaking 
of indemnity for loss. This distinction is not based upon a 
true comprehension of the real principles which underlie the 
policy of life insurance. In the one case the thing, the loss of 
which is made good or modified, is capital which produces 
income, and in the other it is a life with physical and mental 
vigor sufficient to produce an income over amd above the 
cost of subsistence. Many lives do not possess these 'qualities, 
and it is only with those which do that life insurance in its 
legitimate field has to deal. The termination of a life which 
can produce a surplus income inflicts a loss upon some one, 
and the greater the probable length of such production, the 
greater the loss must be. 

It is clear, therefore, that before the insurer can fix the 
sum to be received for the agreement to pay some amount 
at an indefinite future time, he must not only know the time 
when his promise must be fulfilled, but he must be sure that 
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the life upon which it is predicated belongs to the class from 
which his calculltions have been drawn. 

A mortality table, therefore, necessarily preceded all con- 
tracts involving the length of a human life. The practice of 
registering births and deaths is a very ancient one, so ancient 
indeed that no record remains of what people first attained 
that degree of civilization which must precede the adoption of 
a plan only possible in a stable and enlightened community. It 
is probable that records of this kind were kept by the early in- 
habitants of Asia and Africa, but it was in Rome that the first 
occasion, of which there is any authentic knowledge, arose for 
a reliable measure of the probable future lifetime of persons 
at various ages. 

At the time of the reign of the Emperor Alexander Severus 
in the third century, it had been a custom of Roman testators 
to bequeath to legatees provision for life, but by the Falcidian 
law such legacies were prohibited from encroaching upon the 
one-fourth of the estate resulting to the heirs-at-law. To 
carry out this law, some estimate of life duration of the 
legatees, one with another, from a given age had to be formed. 
The Roman census enumerated ages of population and Rome 
had bills of mortality, and it was no doubt from these that 
the great jurist Ulpian constructed a table which gives evi- 
dence of much skill and discrimination. Its results are, under 
the circumstances, remarkably close to those reached some 
fifteen centuries later, when Dr. Price classified and moulded 
into a mortality table the registration of persons living and 
dying in Stockholm from 1755 to 1763 — (which seems to have 
been the first accurate deduction ever made of the length of 
life in a city). 

At age 30 the Roman expectation of life was about 25 years, 
and by Dr. Price's table about 22 years ; at 50 the Roman table 
gives 10 years expectancy. Dr. Price's 14 years, and at 60 the 
former shows 7 years, the flatter 10 years. 
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A careful and accurate record of births, deaths and mar- 
riages has been kept in the city of Geneva, Switzerland, since 
1549, and is the oldest continuous register of this kind now 
extant. Many other similar records were established in dif- 
ferent countries, but it was not until the beginning of the 
seventeenth century that they were general in Europe. Their 
adoption was no doubt the result of public necessity. 

During the middle ages the ravages of war and pestilence 
rendered impossible any basis for valuing a human life, but 
when cities had become established and governments were 
growing more secure, the value of records of the various hap- 
penings in the life of civilized communities naturally became 
more and more evident as the value of human life became 
more clearly the foundation on which must be built all that 
pertains not only to the commercial prosperity, but also to the 
happiness and well-being of the race. 

The plague, which wrought such havoc in England, was 
probably the cause of the initiative step which was taken in that 
country in establishing those records which have made possible 
the institution of life insurance, for to it must be attributed the 
earliest bills of mortality. Within a period of seventy years, 
London had been visited by it five separate times, 145,000 hav- 
ing died from its collective attacks. It always seemed im- 
pending, for the intervals between its departure and return 
were sometimes only eleven years, and had never exceeded 
twenty-nine. The reports and even the fear of its approach 
were a commercial calamity, and in 1592, when more than 
30,000 died of the disease, appalling as was the reality, the 
rumors were vastly exaggerated. An attempt to quiet public 
feeling by correctly indicating its progress was, therefore, 
made in the bills of mortality, and though they were not at 
first maintained consecutively, they were afterwards found 
so useful as to be continued from the 29th of December, 1603, 
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down to the present time. While they served to correct some 
false notions, they were not made of practical and definite 
use until 1664, when John Graunt published a book on the 
population, which contained, as he stated, "a new and accurate 
thesis of policy built on a more certain reasoning than had 
yet been adopted." This work met with an extraordinary 
reception and stimulated the consideration of these subjects 
by thoughtful men. 

He failed in an attempt to deduce a law of life from these 
records, because they did not specify the ages as well as the 
deaths of the people, for it was not until 1728 that the ages 
of the dead were introduced in the London bills of mortality. 
From his enumeration of his objects, it may be seen that life 
insurance was not contemplated by him, but he made the 
earliest attempt to number the people, classify their callings 
and to ascertain the mortality among them, and he thus laid 
the foundation of this science. 

The Laws of Chance came to be developed originally very 
much in the interest of the all-prevailing gaming which per- 
vaded Europe during the seventeenth and most of the 
eighteenth century. 

A yet higher dass of mathematics soon afterwards elabo- 
rated the doctrine of mathematical probability. The applica- 
tion of these higher mathematical methods to the data supplied 
by the bills of mortality and other mortality observations led 
to the development of life contingencies. 

While England was destined to be the country where the 
first correct principles of life insurance were to be developed, 
the data upon which its practice was built were taken from the 
registers of the town of Breslau in Silesia, which was the 
only place where a record of the ages of the dead was kept. 
In i6q^ Dr. Halley, the Astronomer Royal, published the 
Breslau Table of Mortality, which was the first important step 
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toward raising the doctrine of life insurance to a position to 
claim rank amongst the sciences. From the recorded ages in 
the Breslau register, he constructed a table of the probabili- 
ties of the duration of human life at every age, and he taught 
with great clearness the conditions needful for the formation 
of rates of mortality. 

Long before this, contracts involving the risk of death within 
specified times had been - entered into, but the premiums 
charged bore no relation to the hazard incurred, and however 
legitimate in their object they might have been, they were 
speculations. 

Although the means were at li^d at the beginning of the 
eighteenth century for the establishment of the institution of 
life insurance on a firm and legitimalte foundation, it continued 
for many years to be of a speculative character. This was 
due no doubt to the temper of the times rather than to any 
other single cause. The purpose of the first attempt at asso- 
ciated operation was legitimate, although its basis was not very 
substantial. The movement at the beginning of the eighteenth 
century was clearly intended to be in the direction of per- 
manence, but the very attractiveness of the features of the 
business rendered it a prey to unscrupulous adventurers. 

The earliest project of associated life insurance was made 
in 1699, and was called "The Society of Assurance for Widows 
and Orphans." This scheme had so many of the elements of 
modem insurance that those who originated it must have 
had a pretty dear idea not only of its necessities from a 
financial point of view, but also of its obligations from a moral 
standpoint. It was to commence as from April 6, 1699, and 
registers were to be kept in some public place in London. In 
these were to be entered the name and age of each subscriber, 
the names and ages of his wife and children, or of any other 
persons to be provided for, together with the claim of every 
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widow or person made upon the society, and the sum paid 
upon such claim. These books were to be open to the exam- 
ination of subscribers, and all matters were to be heard and de- 
termined by thirteen persons who were named and who were 
all persons of good social position. Persons entering were 
to sign the deed and within six months were to appear at the- 
office before three or more trustees and have their policies 
approved and signed by the secretary in their presence, at 
which court every subscriber should, if required by the 
trustees or by the master of the office, produce a certificate of 
his age and also an affidavit that he had not any known dis- 
temper upon him, and that he was in a very good state of 
health, and that the trustees should have power to refuse the 
person if it appeared he was siddy or infirm, or did not produce 
the certificate, or that in any other respects he was not quali- 
fied for membership. Any person of the clergy or laity, "ex- 
cepting such as live in the marshy and unhealthy parts of 
England," might be admitted by proxy if known to the trustees 
or to the master of the office, or to some two subscribers or 
substantial housekeepers living within the bills of mortality 
as a person of good report; also not above 50 years of age, 
and also a certificate signed by the ministers of three neigh- 
boring parishes, testifsring that they did believe him to be in 
health, and of such age as he declared himself to be. There 
was also a provision that in case of persons who had become 
members becoming soldiers and d3ring in warfare, or dying 
at sea, or in foreign parts, all interest in the society and its 
funds was to be forfeited. 

In 1704 there were 600 members, in 1705 there were 908, 
in 1707 there were 1104. 

Early in the working of the scheme the age of entry was 
reduced from 50 to 45 and notice was given that "When the 
society shall consist of 1200 it is designed to be reduced to 
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40, when of 1600 to 35, when it is full to 30 years of age", the 
number being limited to 2,000. In one of the prospectuses 
issued about this time appears the idea of family protection, 
which is now, as it was then, the chief reason for the existence 
of the institution of life insurance. It was expressed as fol- 
lows : "If the subscriber be a clergyman that has a good liv- 
ing or one that has good business or that has an office whose 
salary and perquisites are considerable, his family is morally 
secured of a good subsistence. As long as the subscriber 
lives they have his income to depend upon, and at his death 
£500" ; and it added, "A jointure of iio or £15 (pounds) per 
annum is but a small provision for a wife, but if such an estate 
were settled to maintain her title to the joint stock of this 
society when it is full, she will have at her husband's death 
£500 which will purchase an annuity of £$0 per annum upon 
land security and free of all reprisals." This was the first of 
the mutual contribution life offices, and it provided for all 
the essential conditions of life assurance. The lives were 
to consist of persons in good health, not over a specified age, 
and of a social position which would enable them to be identi- 
fied. What were supposed to be extra hazardous risks were 
excluded, and if death took place within six months there 
should be no claim. This last regulation took the place of 
the medical examination which was introduced at a later date. 
The year 1720 is a memorable one in English history and 
hardly less so in the history of life assurance. Gaming and 
speculation had pervaded the very atmosphere. In the crude life 
assurance project of 1699 a new mode of aggregating wealth 
had been propounded. The notion having taken hold of the 
public mind, was skilfully but unscrupulously worked by pro- 
jectors of new schemes. The very unsoundness of these 
schemes enabled speculators to realize promptly by entering 
unhealthy lives. In a mutual contribution society the man- 
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• 
ag«rs have no pecuniary reason for excluding these lives, for 

the greater the number of members, the larger will be the 
amount of the entrance fees and the greater will be the prof- 
its of the managers, as the subscribers themselves pay the 
claims. It is only when the new membership decreases and 
the claims increase, that the unsoundness of the plan becomes 
apparent. The real merits of life assurance were becoming 
more understood, and a demand therefore arose for something 
more substantial and lasting. 

The first important attempt on the part of any government 
to raise money by the sale of annuities was made by John De- 
Wit, Grand Pensionary of Holland, in 1671, when he explained 
the basis upon which such an enterprise could be successfully 
carried out. In 1692 the first attempt was made by the English 
Government to raise money by life annuities, and in 1720 there 
was an annual charge upon the revenue of eight hundred 
thousand pounds for irredeemable annuities granted in the 
reigns of William and Anne. 

It was at this time that the South Sea Company, which had 
been organized for trade with South America, made an offer, 
which was accepted, to provide seven millions and a half to 
buy up these annuities. The annuitants were not compelled 
to exchange their government security for the Company's 
stock. So thoroughly, however, had the spirit of speculation 
taken hold of the popular mind, that to hold stock in a com- 
pany with exclusive trading privileges seemed a far greater 
thing than to realize seven, eight or even nine per cent, upon 
annuities. Within six days of the announcement of the Com- 
pany's terms, two-thirds of the annuitants had exchanged 
their certain income for the vast imaginary riches of South 
America. Before the close of the year the South Sea Bubble 
burst simultaneously with the Mississippi Bubble in France. 
Many circumstances point to the fact that money made in in- 
2 
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surance projects passed into South Sea stocks, and certainly 
some of the young assurance offices invested their members' 
money in these stocks and advertised that they had done so. 

To what precise extent the various projects of this eventful 
period were interlaced it is now impossible fully to unravel. 
It is certain, however, that with the bursting of the South Sea 
Bubble all of the life insurance projects existing in England 
at that time, with a single exception, passed into thin air, and 
were heard of no more. There had probably been fifty life 
assurance schemes set on foot between 1699 and 1720, and the 
loss to the public resulting from their operations can only be 
conjectured. 

A period which may properly be called one of scientific 
exactitude began with 1721, at which time there was but one 
life assurance office in existence in Great Britain, the Amicable, 
founded in 1706. That too was, so far as is known, the only 
life assurance association in the world. It was very defective 
in its mode of working, but it stood alone. It had at this date 
an accumulated fund of about £50,000 and it had distributed 
in death claims £118,000. 

Between 1720 and 1760 many investigations were made into 
the subject of life contingencies, and many works of much 
merit were published. These had reference chiefly to annui* 
ties and to the mathematical questions involved in their cal- 
culation. A careful examination of the history of this period 
fails to disclose any evidence of a systematic attempt to apply 
the results of the search for the law of mortality to the estab- 
lishment of life insurance as a stable and legitimate business. 
After a careful scrutiny of all the facts obtainable, it was de- 
clared that the insurance of a sum payable under a contract 
designed to extend over the whole duration of life, and either 
at a graduated or an equalized premium, was, at the time to 
which we are now referring, a contract very rarely entered 
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upon either by the commercial or other classes of the com- 
munity : and we may take it as established that no plan of life 
assurance as we now understand it had been contemplated by 
any company or society, or had been considered by any legis- 
lature in Euroi^e prior to the year 1760. 

It was in this year that the first active steps were taken to 
establish a plan of life assurance upon the principle of exact 
scientific computation, the premium being a fixed annual 
charge, determined by the age of the insured at the time of 
entering into the contract ; and the sum insured being likewise 
a fixed and determinate sum, subject to no diminution on 
an^ ground whatever. 

It is estimated that at this time the sum insured on lives in 
Great Britain amounted to £350,000. These insurances were 
mostly if not all for one year, and the premiums were not 
graduated according to ages, but were much larger than the 
actual risk justified. Some three years prior to this date, a 
petition was presented to the Secretary of State's office, set- 
ting forth the object for which a charter was desired, substan- 
tially as follows: 

"That great numbers of His Majesty's subjects, whose sub- 
sistence principally depends on the salaries, stipends and other 
incomes payable to them during their natural lives, or on the 
profits arising from their several trades, occupation, labor and 
industry, are very desirous of entering into a society for in- 
suring the lives of each other, in order to extend after their 
decease the benefit of their present incomes to their families, 
and relations, who may otherwise be reduced to extreme 
poverty and distress by the premature death of their several 
husbands, fathers and friends, which humane intention the 
petitioners humbly apprehend cannot be effectually carried 
into execution without His Majesty's royal authority to in- 
corporate them for that purpose." 
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Although the application for a charter was pressed with 
some vigor in 1760 and 1761, it was not until 1762 that the 
objections were overcome and the incorporation of "The 
Society for Equitable Assurance on Lives and Survivorships" 
was accomplished. 

Among the reasons advanced against the granting of the 
charter was that "the success of this scheme must depend 
upon the truth of certain calculations taken upon tables of life 
and death whereby the chance of mortality is attempted to 
be reduced to a certain standard: this is mere speculation, 
never yet tried in practice, and consequently subject, like all 
other experiments, to various chances in the execution." 

It was pointed out furthermore that the tables from which 
the premiums were derived were the bills of mortality of 
London and the Breslau tables, which, admitting their accu- 
racy, which was very doubtful, included diseased as well as 
healthy persons and those engaged in hazardous as well as 
other employments, while it was proposed to insure only 
healthy persons, excluding those who for any reason were 
regarded as hazardous risks. 

The history of modem life insurance dates from the founda- 
tion of this Society, which has, in its own experience, not only 
demonstrated the benefits of true protection, but also has 
shown the stability of the business through the varying prob- 
lems which a hundred and forty years have brought to it for 
solution. 

Its first rates were based on the bills of mortality of the 
City of London during a period which included the year 1740, 
when the death rate was almost equal to that of a plague, and 
were in consequence unnecessarily high. 

In 1769 Dr. Price published his work— "Observations on 
Reversionary Payments; on Schemes for providing Annuities 
for Widows and for Persons in old age; on the Method of 
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Calculating the Values of Assurances on Lives, etc." The 
table which he constructed from the records of the town of 
Northampton, widely known as the Northampton Table, be- 
came and continued to be for many years the standard for 
life insurance calculations. The Equitable Society in 1777 
reduced its rates materially, although they still remained so 
high that large surplus accumulations resulted from the pre- 
miums received from policy-holders. 

That the premiums charged, even after many years of expe- 
rience, were excessive was clearly shown by a comparison of 
the actual mortality of this Society with the theory upon 
which the;se premiums were based. In the twelve years prer 
ceding 1829 the expected deaths by the Northampton Tabic 
were 2248, while the actual claims numbered but 1489. When 
the records of tfiis Company drew the attention of the public 
to the profits accruing from the transaction of this business 
at the rates then current, numerous similar corporations 
rapidly dame into being, most of them for the benefit of stock- 
holders. Although it is probable that many of these were 
organized with the intention of meeting the obligations of 
policies as well as for the profit of incorporators, yet few of 
them long survived, and it was not until near the middle of the 
nineteenth century that the business assumed a magnitude 
which commenced to make it a positive force in the affairs 
of the world. 

In the nature of things, the only mortality tables available 
in the early history of the business, namely, those derived 
from public records, would in time be abandoned for those 
made up from the experience among the selected lives of the 
companies themselves, when that experience should be suffi- 
ciently extensive to furnish valuable results. The decision to 
construct a table from the data to be furnished by the various 
life offices was reached in 1838. Seventeen companies con- 
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tributed their experience, comprising 83,905 assurances. The 
calculations were made under the direction of the most skilled 
mathematicians of the day, and the result was a table adjusted 
and graduated in so masterly a manner that it has up to the 
present time been used more generally than any other. It was 
published in 1843 and was called "The Actuaries' or Combined 
Experience Table of Mortality." 

Inasmuch as the risk of death is greater at each age than 
it was at that next previous, the premiums required will 
increase as the life advances. It has been evident from a very 
early day that a fixed premium will in most cases be more 
satisfactory to the insured, and safer for the insurer, than 
an ascending scale, which creates a burden growing with 
advancing years. A level premium will be larger than the 
contributions to death losses require in the early years of 
insurance, and this surplus, together with deposits requisite 
to meet liabilities undertaken in various contracts, must be 
invested to provide for future necessities. The rate of interest 
which is likely to be realized for many years is, consequently, 
a vital question. 

As will appear when the forms of contract are discussed, 
it is not unlikely that some of the life insurance obligations 
assumed at this time will, in some form, still be outstanding 
a hundred years hence. The history of the rate of interest is, 
therefore, an important part of the study of life insurance. 

It is not necessary in this connection to attempt to trace 
the record of the recompense demanded from the earliest 
period of commercial undertakings by those having money to 
lend, and the restrictions which the laws have from time to 
time placed upon these transactions. Supply and demand 
have caused wide fluctuations in this rate, but the peculiar 
nature of the investments suitable for life insurance companies 
is such, that a more accurate analysis of past experience and 
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a more certain estimate of the future is possible than in any 
other class of invested funds. In other financial institutions 
where interest plays an important part, the liabilities are of 
such a nature that the availability of the resources set aside 
to meet them must be a controlling element. The amount 
of cash which will be required from time to time to meet 
the maturing obligations of life insurance companies can be 
foretold with substantial accuracy, and the rate of interest 
which will be safely obtainable is consequently higher. The 
fluctuations in the price of government and similar bonds, 
and the interest resulting to the investor, should not, therefore, 
be relied upon by the student of this branch of finance. A 
very large part of the business heretofore transacted as well 
as that now in force was based upon the assumption that 4 
per cent, would be realized on the invested funds, and the 
safety of this has been verified by experience. A decline in 
the earning power of money invested in securities suitable 
for trust funds of all kinds has been going on for many years, 
and has resulted in a reduction in the rate employed in calcu- 
lating premiums and reserves. 

The experience of the English government in connection 
with the sale of annuities was of such a character as to make 
it worthy of note as an example of the care whicl^ must be 
exercised in drawing conclusions from statistics when the 
power of selection rests with the individual. In 1808 Eng- 
land placed this branch of the public finances under the control 
of the Commissioners for the Reduction of the National Debt, 
and terms were offered which were so attractive that a very 
large obligation was incurred. The Northampton Table hav- 
ing been found to be a safe basis for life insurance, was 
adopted by the Government as a basis for its annuity opera- 
tions. While a life insurance company can select its members 
from those who appear to have the elements of longevity, if 
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annuities are offered, the applicants which are accepted can- 
not be chosen from those who are inferior in physical or 
hereditary strength. Self-interest will, therefore, play" an 
important part in the transaction, and annuitants have always 
been and always will be drawn from the long lived class, for 
as a rule only those who have reason to expect to live to old 
age will invest at the outset the sums required for the pur- 
chase of contracts providing for the periodical payment of 
amounts ceasing only with death. 

The mistake of supposing that the lives of this class would 
terminate in accordance with the rule applicable to the general 
population, cost the English government many million dollars 
before the error could be rectified. 

It was in England that the theories of the business were 
most carefully studied, and put in practice, but the develop- 
ment of the institution has been more rapid in the United 
States than in any other country. 

It has been estimated that apart from annuity contracts, 
there were not a hundred policies in force in the United States 
on the risk of life at the beginning of the nineteenth century, 
and it has been only within the past forty years, that the 
public recognition of the value of life insurance has been 
such as to raise this business to a position in which it not only 
plays an important part in social problems, but also affects the 
financial life of the nation. 

It is difficult to estimate the total amount of insurance car- 
ried by all the corporations and associations engaged in the 
business of life insurance, but some idea may be gained of its 
proportions by examining the records of the departments 
appointed by state governments to supervise its affairs. The 
first of these departments was established in the eastern states, 
but the power of the states to prescribe the conditions under 
which outside corporations shall prosecute the business trans- 
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acted within their borders has led to careful scrutiny of the 
affairs of these institutions. 

In the year i860, the life companies reporting to the Insur- 
ance Department of the State of New York showed an aggre- 
gate annual premium income of $4,700,000, with 56,000 poli- 
cies in force, representing outstanding insurance of $163,000,- 
000. To provide for the ultimate payment of these obliga- 
tions, these corporations held funds to the amount of some 
$24,000,000. In 1870 this Department reported that the life 
companies authorized to prosecute business in the state had 
an aggregate premium income of $po,ooo,ooo with 740,000 
policies and $2,000,000,000 of insurance. Their assets then 
amounted to about $270,000,000. 

The next decade witnessed a decline in the business, but 
for 25 years its progress has been continuous, and at the 
present time the companies classed as regular have more than 
$8,000,000,000 of insurance in force, with a premium income 
of $380,000,000 per annum and accumulated as^ts of over 
$2,000,000,000. The records of no other country approach 
these figures. 

In many countries companies have been formed to assume 
life insurance obligations, and there is now no civilized country 
whose inhabitants are precluded from the benefits of this 
protectign, a knowledge of which, in its general features at 
all events, is now a necessary part of the education of that 
citizen who desires to be well equipped for the part he is to 
take in the affairs of his country. 
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Economical Functions of Insurance 
with relation to the family 

BY JOHN M. HOLCOMBE 

Each family requires for its subsistence a certain sum of 
money, which varies, both as to its 'amount and the length 
of time during which it will be needed, according to the 
circumstances which surround each individual case. This 
income is, in some cases, derived from invested funds inherited 
or accumulated, but, in general, it represents the earnings 
of that one upon whom rests the responsibility of support- 
ing the various individuals who have the right to look to 
him for maintenance. 

The relations between life insurance and the family spring 
from this state of affairs, and depend upon the value which 
one human life has to another. To clearly understand how 
this may be ascertained, it will be useful to consider the 
rules which govern the worth of some varieties of property. 

In the analysis of the question under consideration, it will 
be assumed that the security underlying the evidence of 
indebtedness is abundant and not regarded with doubt. 

The simplest form of invested funds is, perhaps, a note or 
other form of obligation, the payment of which may be, at 
any time, demanded by the lender or made by the borrower. 
The value of this is always the amount it represents, for if 
the current rate of interest rises above the rate which has 
been agreed upon, the lender will demand his principal in 
order that he may put his money to more profitable use. 
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If, on the Other hand, the ruling rate falls below that stipulated 
for, the borrower will pay his obligation and secure his money 
on more favorable terms. 

The present value of a bond running for a stated term of 
years, and bearing a fixed rate of interest, is a kind of 
property into which another element is introduced and which 
will serve to show the controlling force which interest exerts 
in all valuations. The price of such a bond will depend upon 
the rate of interest which it bears compared with the current 
rate which can be obtained by investors, and which, there- 
fore, must be satisfactory to them. 

If the rate provided for is greater than the market rate, the 
value of the bond will be greater than its face value, but will 
decrease as it approaches maturity, at which time only the 
face value will be payable. If, on the other hand, the stipu- 
lated rate is less than that current, the value will be less than 
the face, but will increase up to the time when the full 
obligation will be payable. ' 

If the rate coincides with the market, the value will coincide 
with the amount of the bond. 

If the current rate of interest changes, the value will change 
accordingly. 

In valuing lands, still other elements must be introduced, 
although the interest question still exerts a force which, on 
the whole, is controlling. 

Adam Smith in his "Wealth of Nations," published in 
1776, remarks, "The ordinary market price of land, it is to 
be observed, depends everjrwhere upon the ordinary market 
rate of interest. The person who has a capital from which, 
he wishes to derive a revenue, without taking the trouble to 
employ it himself, deliberates whether he should buy land with 
it or lend it out at interest. The superior security of land, 
together with some other advantages, which almost every- 
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where attend upon this species of property, will generally dis- 
pose him to content himself with a smaller revenue from land 
than what he might have by lending out his money at interest 
These advantages are sufficient to compensate a certain differ- 
ence of revenue ; but they will compensate a certain difference 
only; and if the rent of land should fall short of the interest 
of money by a greater difference, nobody would buy land, 
which would soon reduce its ordinary price. On the contrary, 
if the advantages should much more than compensate the 
difference, everybody would buy land, which again would soon 
raise its ordinary price. When interest was at lo per cent., 
land was commonly sold for ten and twelve years* purchase. 
As interest sunk to 6, 5 and 4 per cent., the price of land 
rose to twenty, five and twenty and thirty years* purchase. 
The market rate of interest is higher in France than in 
England; and the common price of land is lower. In Eng- 
land it commonly sells at thirty, in France at twenty years* 
purchase." 

In modem times this rule seems to hold good. In thirteen 
counties in the States of Iowa, Illinois, Missouri, Nebraska 
and Kansas, there are now on record appraisals of farming 
lands made in 1876, showing an average of $20 per acre. At 
that time money was loaned on these lands at 10 per cent 
In 1903 lands in these same counties were appraised at an 
average of $39.60 per acre, lyhile loans were made at about 
5 per cent 

In the varieties of property thus far considered, there will 
be found to be lacking certain elements which produce chances 
of change and deterioration, which must be combined with 
interest in valuing other classes of property. A lot in the 
center of a city has no value of its own, and can only be 
made income-producing by the erection upon it of a building 
for the use of which a rental will be paid. There are many 
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circumstances which must now be considered in determining 
the worth of this property. If it is composed of or surrounded 
by inflammable materials, its value will be unfavorably 
affected. It is true that the owner can protect himself against 
loss by fire by a policy of insurance, but he must pay for this 
protection his full share of the risk, which will be accurately 
estimated, and the value which the building would have, were 
it not for this hazard, will be diminished by just the chance 
of that contingency. The present condition of the structure, 
viewed in the light of natural decay and its adaptability to 
the needs of the location and times, will demand intelligent 
discrimination. The amount, therefore, which an investor will 
pay for. the block will be determined by his knowledge of 
what it now produces, and his estimate both of what it will 
yield in the future and the time when^ either by gradual 
deterioration or by sudden accident, it will become unable to 
afford an income. If there can be obtained from it more 
than will ^suffice to meet necessary expenditures, then the prop- 
erty has an actual value which will vary according to the 
estimate that may be made of its future, always controlled 
by the current rate of interest which can be obtained on 
investments. 

That neighborhood which to-day attracts business by the 
elegance of its buildings, or its nearness to lines of travel or 
transportation, may to-morrow be swept by fire or damaged 
by changes in modes of conveyance. No human foresight 
can provide with certainty for these contingencies, but the 
general future of a section is estimated by the careful student 
of the laws underlying commercial transactions, with an 
accuracy which, on the whole, enables him to reap the profits 
that legitimately belong to high intelligence. In the change 
of ownership, the purchaser thinks that he is receiving more 
than an equivalent for his money; else he would not buy. 
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The seller differs as to the prohable future, and believes 
that what he now receives will be of greater value ; otherwise 
he would retain his possession. The result in almost any par- 
ticular transaction will show that one or the other has erred 
in his estimate, but on the whole, real estate or any other 
property which is valued for its income will be found to con- 
form to the general law which governs the value of money. 

Repairs and alterations may be made which will check 
decay or even increase productiveness, but each change will 
call for a new expenditure which will not prevent the decline 
in the value of the original investment. 

Having considered the elements which enter into the value 
of certain kinds of property, it can now be enquired whether 
a human life can have a definite worth which can be measured 
with any degree of accuracy. It would not be difficult to 
enumerate many lives which cannot be considered of any 
pecuniary value, because, for various reasons, they produce 
nothing. Such are those of the very old, the imbeciles and 
the confirmed invalids. But the life of every man who earns 
more than suffices for his actual personal expenses is of 
pecuniary value to someone besides himself. This has been 
recognized from early times in the institution of slavery, which 
was based on the principle that the ownership of the services 
of a human being had a value in accordance with the excess 
of earnings obtainable above the necessary cost of subsistence. 
When a slave was purchased as an investment, he was 
examined in order that the state of his health and his muscular 
development might be known. These qualities in connection 
with his age, his skill in any variety of labor, and his dis- 
position, determined the price at which he seemed likely to 
be a profitable investment. A carpenter or blacksmith was 
worth so per cent, more, other things being equal, than an 
ordinary field hand, because, while the cost of his support 
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was no greater, the quality of his service was much more 
valuable. In any case, however, certain important elements 
were either wholly lacking or but partially developed. "A 
person who can acquire no property can have no other interest 
but to eat as much and to labor as little as possible." 

Family ties are needed to develop the highest value of a 
human life. But while this value thus reaches its greatest 
capacity, there devolves upon its possessor the responsibility 
of supporting those who have by his own choice and act the 
right to depend upon him for the necessities of life. The 
family, then, has a dear and indisputable interest in his 
earnings. This they have day by day, month by month, and 
year by year. If he dies possessed of property, this by right 
goes to them, in order that they may, so far as its income may 
enable them, continue to defray the cost of existence. 

But what of the life itself? Has it a value beyond what 
it produces in a month or a year which can be measured with 
any degree of accuracy? Supposing its possessor to be of 
good constitution and free from hereditary taint, it has already 
been shown that he and others of his class will be governed, 
as to the length of their lives, by a law of mortality so certain 
that their average lifetime may be measured with as much 
precision as that which governs any series of future events. 
For example : A man is thirty years old, in good health, and 
his surplus earnings are $1,500 a year, and money is worth 
4 per cent, per annum: by a standard mortality table, the 
present value of the future surplus earnings of this life is 
$25,566. It is true that this value is based on averages, and 
that the assumption that he will, through his life, receive and 
spend just the amounts here set down will not probably be 
realized. It is well-nigh certain that his death will occur 
either before or after the date expected. Disease or accident 
may rob him permanently of his productive power. Circum- 
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Stances which no skill guided by research can calculate, and 
no judgment foretell, may change the current of his life, 
and enhance or diminish the value of his efforts. And yet 
this value rests upon a foundation composed of elements 
no more uncertain than those which determine the worth of 
the business block. Both the building and the life are con- 
stantly exposed to the danger of destruction, but the chance 
can be measured even more accurately in the latter case than 
in the former. 

The natural ability of one man is greater than that of 
another, and this advantage will be shown in the value of 
their respective services. These qualities as well as those of 
industry and perseverance are inborn traits, and will, con- 
sidered in connection with education and training,- deter- 
mine the amount for which their possessor can lease his 
efforts to others or employ them for independent profit. What 
nature has done for the man may be said to correspond with 
the location of the building. What experience has taught 
him is like the quality of the structure. In each case there 
are certain necessary expenditures which must be met before 
any real value can exist, and in each case the worth rests 
upon estimates. 

The family which depends upon this income has an interest 
in the life which produces it, which is not limited by a 
month or a year. It extends into the future as far as they 
need it Without it they will suffer privation or be depend- 
ent upon charity, in either of which conditions their natural 
protector has no right to leave them. It is here that the insti- 
tution of life insurance performs the service for which it 
was created. It renders immediately available the future 
earnings of a lifetime. It takes the place of him whose 
duty it is to care for his dependents until they can care 
for themselves. 
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The Federal Bureau of Labor has completed an extended 
investigation into the cost of living of workingmen's families, 
and the retail prices of the principal staple articles of food 
used by such families. The material for the detailed study of 
the cost of living consisted of the figures of income and ex- 
penditures furnished by some 2,500 families in thirty-three 
states, although certain data not entering so much into detail 
were gathered from 25,000 families. The 2,500 families fur- 
nishing the detailed material consisted on an average of 5.31 
persons, a figure slightly (0.7) above the average of private 
families in the whole country as shown by the census of 1900. 
The average yearly expenditures for all purposes was $768.54 
for the year 1901. Of this, 43 per cent, was for food, 13 per 
cent, for rent, 14 per cent, for clothing and 5 per cent for 
fuel and lighting. Three-quarters of the expenditures was for 
the actual necessities of ordinary living, the remainder repre- 
senting miscellaneous expenses, including the cost of education 
and sickness. If this average family is supported by one 
person, his death would diminish the total family expenditures 
by some amount. It is not unreasonable to assume that the 
cost of maintaining the remainder would be $500.00 per annum. 
Assuming that he is forty years of age, and in good health, and 
that money is worth 4 per cent, per annum, the present value 
which this family has in his life is $7,546.50. Human and 
divine laws give them the right to the fruit of his labors. But 
does he perform his whole duty when he furnishes them with 
food, clothing and the other necessities of, life, or even with 
education suitable to their station? He may live to see his 
children self-supporting, and to provide for the old age 
of himself and his wife, but what if his life shall be cut off 
while they are still unable to earn their own subsistence? 

Hadley says : "Although society insists as far as it can that 
each man shall be responsible for himself and his family, it 
3 
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cannot carry this principle out to its logical conclusion. We 
cannot kill off the weak merely because they have been unable 
to support themselves. Still less can we leave the unfortunate 
to die as a result of their incapacity. The ethical loss to 
the community which adopted such a course would indefinitely 
outweigh any material or physical gain. The independent and 
the unfortunate must under certain conditions be taken care 
of by society, even though the process of natural selection is 
thereby hampered." 

Again, in discussing compulsory insurance and pensions, he 
says: "There are certain things which society must do in 
justice to itself, which it cannot safely allow individuals to 
demand in justice to themselves. If you give every man a 
right to a pension when he is incapable of self-support, you 
tacitly approve his failure to provide for himself and his 
children. That the necessary degree of production and of 
economy by the community as a whole would be maintained, if 
such a point of view were adopted, seems highly improbable. 
We need measures which shall increase individual responsi- 
bility rather than diminish it; measures which shall give us 
more self-reliance and less reliance on society as a whole. We 
cannot afford to countenance a system of morals or law which 
justifies the individual in looking to the community rather than 
to himself for support in age or infirmity." 

It will not be denied that certain persons must and should 
be supported at the public expense, but the fewer there are 
of these, the better will be the morals as well as the finances 
of the community, and life insurance is continually reducing 
this dependent class. It is not the man who lives to old age, 
supports and educates his children and saves a competency, 
who contributes to the class who are applicants for public 
charity. But the one who is taken away while his children 
are infants and who has not had the time given him, no matter 
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how affectionate and thrifty he may be, to provide for their 
needs, is a liberal contributor to the orphan asylum and the 
almshouse. He may avoid this danger by postponing mar- 
riage for such time as will enable him to accumulate a suffi- 
cient sum to insure the comfort of a family, but neither 
morality nor the public welfare will be best served by the estab- 
lishment of such a principle. There is but one way by which 
he can follow the course which nature intended him to take, 
and that way is open to him through life insurance. By the 
payment of comparatively small sums at convenient intervals, 
he can relieve himself of the responsibility of the distress 
which would fall upon his dependents in case of his prema- 
ture death, and he can, moreover, provide for his own future 
in case he should survive the time when, from physical weak- 
ness, he shall become incapacitated from earning his own 
subsistence. 

In what directions and to what extent life insurance pro- 
motes the best family life it is difficult to prove. That it 
tends to increase the sense of responsibility which leads to 
a thoughtful appreciation of affection and duty cannot be 
doubted. That man who enters upon his married life with- 
out consideration not alone of the probabilities, but also of 
the possibilities, will find himself weighted with a burden 
which he cannot transfer to another, and which will consist 
both of the necessity of self-denial and anxiety for the 
future. The first will develop and improve his character, will 
stimulate his ambition and increase his efficiency, but a com- 
bination of the two will dishearten and impede him and tend 
to cruelty, intemperance and divorce, for he will seek to 
transfer to others that for which he alone is responsible. 

Life insurance makes immediately available the future sav- 
ings of a lifetime, and it is this element of its operations 
which is its most common and prominent characteristic. But 
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its mission cannot be fully gauged without an understanding 
that it has another feature less used but not less useful. It has 
been shown that in a large number of human beings belong- 
ing to a known class, a law of mortality has been found to 
exist, and this has been used through life insurance to dis- 
tribute among the many the unexpected disasters which must 
overtake the few, and which would otherwise bring distress, 
pauperism and crime. 

It is equally true that out of the many some will survive to 
old age, when they will have reared and educated their chil- 
dren and performed their whole duty toward them. If a man 
thus situated has been fortunate enough to accumulate prop- 
erty, the income of which is suflficient to maintain him inde- 
pendently of other aid, his natural desire and duty are to 
pass on his possessions to his descendants, who will thus 
eventually secure his surplus earnings. But in many cases he 
will in his old age find himself alone, his duty done, his 
children self-supporting and in the same condition in which 
he himself was in his- youth, while the interest on his savings 
will not suffice to give him that comfort and independence 
to which he is fairly entitled. 

Suppose such a man to be seventy-five years of age, and that 
he has saved $S,ooo. If this is invested at 4 per cent, it will 
yield him an income of $200 a year. This will not provide 
for his needs, and he must depend upon others for a part of his 
support if he has lost his earning power, or he must, each year, 
spend a part of his principal, with a possibility of living 
long enough to exhaust it and finally to become wholly de- 
pendent. By the operation of the laws of mortality, life insur- 
ance can take this amount and give him an income of $800 a 
year so long as he may live. 

This service also is a distinct and important element in the 
family life. While the responsibility which rests upon the 
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man with a young and immature family is definite and unmis- 
takable, and may extend to the end of an old age, involving 
the preservation and transmission of any property he may have, 
yet in some cases independence and happiness can only be 
secured by obtaining by means of life insurance the larger 
and sure income which involves the investment of the principal 
for the sole benefit of its owner. 

The aged parent or relative who is no longer able to earn 
a living, and who has become a charge upon a family need- 
ing all its resources for its own members, is often an unwel- 
come guest, while this same one with an income sufficient for 
his maintenance will be an object of care and solicitude. 

In these ways does life insurance serve the family in guard- 
ing against the losses of early death and in providing means 
to ameliorate the disadvantages of old age. But distributing 
the burden of the few among the many is not the only ser- 
vice which this institution performs for the family. The 
contracts which it offers to the public contain not only the 
element of protection, but of accumulation as well. The sav- 
ings bank has its uses and has played an important part in 
the development of family thrift, but the payment which is 
called for at stated times will be more likely to be met than 
the deposit which is required only by an indefinite resolution. 
That the habit of saving, especially if it be for others, is 
uplifting and tends to strengthen family ties does not need 
demonstration. 

Carroll D. Wright says that the family "must be considered 
as the crucial social unit — 'the very keystone of society' — for 
it results from happy association of the sexes by which the 
human species is perpetuated and extended, by which the 
affections are developed, and by which the interest which com- 
pels one unit to protect, preserve and cherish another, is 
fostered. It should be the purpose of society, as a whole, to 
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protect the sacredness and integrity of that relation. Without 
the family unit no other social units would be possible; it 
brings the individual out of his seclusion into ethical relations, 
constitutes him a living evolutionary force, lifts him out of 
intensive selfishness to a more extensive selfishness, for in the 
family relation he must live for others, although in living for 
others he may live for his own higher enjoyment. The pur- 
pose of the individual unit in entering social relations and in 
inviting the force of association is to secure happiness. He 
may be well fed, warmed and clothed, while in the disinte- 
grated state of the individual, but in such state he can have 
no realization of the happiness which comes from apprecia- 
tion of and service to others. Hence the family grows out of 
the psychic tendencies of men, and is perhaps the best demon- 
stration of the highest aspirations of the individual. It is 
found in every condition of population, whether living in 
savagery, in barbarous or in civilized communities. It is the 
fundamental unit of civilized society." 

If the family as thus described be thoughtfully considered, 
it will be apparent that life insurance is not only an important 
factor of this social unit, but that it is an absolutely essential 
part of an ideal condition of civilized life. 
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Economical Functions of Insurance 
with relation to the state 

K BY JOHN M. HOLCOMBE 

Woolsey defines a state as, "A community of persons living 
within certain limits of territory, under a permanent organi- 
zation which aims to secure the prevalence of justice by self- 
imposed law." 

It is clear that any agency which improves the mental or 
moral attributes, or the material circumstances of any one of 
its citizens, raises the condition of the community of which he 
is a member, and thus benefits the state. Savings banks encour- 
age thrift and produce accumulations which would in many 
cases be otherwise wasted, and thus they constitute a distinct 
and tangible benefit to the state. Life insurance promotes a 
sense of responsibility, strengthens family ties, and thus ele- 
vates the general character of the nation. It lessens those 
family discords which end in divorce, it checks intemperance, 
and often by its requirements brings a realizing sense of the 
benefits of right living. The very restrictions which the com- 
panies transacting this business themselves place upon admis- 
sion to membership bring a clear comprehension of the result 
which temperate living has upon the length of life. Careful 
observation has shown that the intemperate use of liquor 
weakens the human system, rendering it less liable to^ with- 
stand disease, and thus shortens life. This is one of the risks 
which life insurance companies strive in every way to avoid. 
Not only are searching questions asked of the applicant as to his 
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habits in this respect, but reports are often secured from inde- 
pendent sources as to his custom in the use of liquor. It is 
undoubtedly the case that many who have thoughtlessly fallen 
into habits of intemperate drinking, without realizing its ill 
effects, have, when brought face to face with the requirements 
of life insurance, changed their modes of life, and have become 
not only sounder physically, but improved in financial condi- 
tion, and have thus become more valuable citizens/ and there- 
fore increased the prosperity of the state. 

The physical examinations which are required in all cases 
of life insurance also have their very marked effect upon 
the public, for until the true meaning of life insurance is 
brought home to an applicant, he seldom comes to an under- 
standing of what the actual value of his life is, and how much 
this value is increased if the length of his life can be pro- 
longed. Weaknesses and ailments not before known are often 
discovered, and remedies are applied which lengthen life, and 
thus add to the aggregate value of the state. , 

There can be no doubt, furthermore, that life insurance cur- 
tails the expense to the public treasury of almshouses and 
police, of criminal courts and prisons, and of the various other 
necessary branches of the public service which have to do with 
the prevention and punishment of crime, and the relief of the 
suffering and unfortunate. 

Some years ago, a census was taken of the paupers in the 
Philadelphia almshouse, with the result that of the number 
observed — i,iio— only three were found who had been bene- 
ficiaries of life insurance, and these to the extent of $6,000, but 
through profligacy or improvidence they were reduced to a 
state of pauperism. In a census of the Montgomery G>unty 
(Pa.) almshouse, 133 were examined and it was found that 
none of these people or their families ever had been the bene- 
ficiaries of life insurance. 
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In the year 1902 there was distributed to the holders of life 
insurance policies and their families in death claims, matured 
endowments, and annuities, by the life insurance companies 
of the United States, more than $140,000,000. 

It is certain that in many cases the proceeds of a life insur* 
ance policy are practically all that remain at the death of the 
one responsible for the support of helpless dependents, and in 
a vast number of these cases, were it not for this aid, many 
persons would be forced to accept public charity. There can 
be no doubt that an investigation of the records of the inmates 
of prisons, and of asylums, maintained at the public expense, 
for the care of those made helpless by disease and old age and 
unable to care for themselves, would show that with rare 
exceptions they do not belong to that class from which the 
membership of life insurance companies has been drawn. 

The limits of this discourse do not permit an exhaustive 
analysis of the influence of life insurance upon the community, 
nor the benefits which it confers upon the living on the one 
hand and upon dependents on the other. Some other phases of 
the subject are of such importance as to make the study of 
them interesting and useful to all who are engaged in business, 
professional or political life. 

The state long ago recognized the part played in its affairs 
by this institution, and the peculiar nature of its service, by 
enacting laws to protect the family in the proceeds of life 
insurance policies as against the claims of creditors. As early 
as 1840, the state of New York passed an act in substance like 
the present law in that and other states. It clearly indicated 
that the government was justified in the position that the duty 
of a man not only to support his family during his lifetime, 
but also to provide for them after his death, should take 
precedence of all other obligations. This law as it now stands 
in the statute book of Connecticut is as follows : "Any policy 
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of life insurance expressed to be for the benefit of a married 
woman, or assigned to her, or in trust for her, shall inure 
to her separate use; or in case of her decease before pajrment, 
to the use of her children, or of her husband's children, as may 
be provided in such policy. But if the annual premium on 
such policy shall exceed $300, the amount of such excess, 
with interest, shall inure to the benefit of the creditors of the 
person pa3ring the premium." 

The charters of some of these companies contain similar pro- 
visions. In order to make sure that the protection provided 
for by the insured shall in any event, notwithstanding his 
own pecuniary condition, reach those persons who properly 
look to him for support, and without whose protection might 
become charges upon the public, the law has been invoked both 
in the statute books and the articles of incorporation. 

The business of life insurance is transacted exclusively by 
corporations deriving their powers from charters granted, 
in this country, by the governments of the various states. An 
ordinary contract of insurance is a promise to pay a given 
sum at some indefinite future time, in consideration of the 
present payment of a certain other sum. The peculiar charac- 
ter of this agreement makes possible the practice of deceptive 
and unsound methods, to an extent impracticable in those 
transactions where the purchaser can more readily examine 
and understand the real nature of the thing for which he 
pays. It was natural, therefore, that laws should be passed, 
intending to guard the public against the dishonesty and ignor- 
ance of the managers of these institutions, by requiring reports 
of their affairs to be filed with public ofiicials. The state of 
Massachusetts in 1807 adopted a resolution, requiring insur- 
ance companies to render an account of their affairs to the next 
legislature. In 1828 an act was passed requiring these cor- 
porations to make annual statements to the comptroller, and in 
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1851 this official was given authority to make examinations of 
companies. 

Massachusetts enacted a law in 1854, providing for the crea- 
tion of an insurance department, which was organized in the 
following year by the appointment of three commissioners, 
whose duty it was to examine the reports and the conditions 
of all companies doing business in the commonwealth. Other 
states have followed the example set in the East, as the opera- 
tions of these corporations have become extended and enlarged, 
until now there are fifty-two insurance departments, including 
Alaska, Porto Rico and Hawaii. 

The questions asked by the officials in charge of these depart- 
ments were at the outset comparatively few in number, and 
were intended to show only in a general way the operations of 
these companies. The insurance commissioners many years ago 
formed an association for the discussion of the various ques- 
tions which were constantly coming before them, and they now 
hold annual conventions at which new thoughts have been from 
time to time brought forward, and a uniform blailk has been 
agreed upon, which at this time is in use by nearly all of the 
departments. 

It is required that each company shall state in general the 
title of the corporation, the date when it began business, its 
location, and the names of its officials. The details of its 
business are then gone into with very great minuteness. It 
must give the amount of new or first year's premiums received 
during the year, the amount of renewal premiums, or those 
which are paid after the first year to continue policies in force, 
together with the sums received for annuities. The interest 
on the various investments is required to be stated in detail, 
together with any profits which may have been secured from 
the sale of assets. 

The disbursements are also called for, showing the amounts 
paid for claims by death, for matured endowments, for annui- 
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ties, surrender values and dividends to policy-holders. These 
make up the total amount distributed to members and their 
beneficiaries. It is also required to state the amount of divi- 
dends paid to stockholders, in case of companies having capital 
stock, the commissions to agents, separating those paid for 
first premiums and those for the collection of renewals, salaries 
and allowances to agents, agency supervision, traveling and all 
other agency expenses, the fees of medical examiners and for 
the inspection of risks, salaries and all other compensation of 
officers and home office employees, rents, advertising, printing, 
postage, legal expenses, the amounts paid out in taxes, licenses 
and department fees, taxes on real estate, repairs and expenses 
of real estate. 

A detailed account of the assets of each company is also 
required, showing the book value of real estate, and a state- 
ment of where it is located, mortgage loans on real estate, 
loans on the company's policies, book value of its stocks and 
bonds, the amount of cash in the office and in banks, interest 
due and accrued on mortgage loans, and on stocks and bonds, 
and on premium notes or policy loans. The marlret value 
of stocks and bonds compared with the bo<^ value must also 
be stated, the outstanding uncollected premiums, both new 
and renewal, and deferred premiums, i. e., the unpaid portion 
of the yearly premiums which were not due at the close of 
the year. The liabilities must also include the net value of 
outstanding policies and annuities, the unpaid losses which have 
occurred prior to the close of the year, specifying which are 
due and which are adjusted and not due, together with any 
claims which may be resisted, dividends to policy-holders 
unpaid, and those which have been apportioned. 

Following these statements of operations, a detailed policy 
showing is required: the number of these obligations out- 
standing at the end of the previous year, and amount repre- 
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sented by them, separated into their various classes of life, 
endowment and term insurances, the issues of the year, includ- 
ing revivals and increases, and the terminations with the 
causes by death, maturity, expiry, surrender, lapse, decrease 
and not taken. This statement indicates the outstanding obli- 
gations at the time of the report, and the number and amount 
of policies reinsured in other companies. The amount of busi- 
ness transacted and outstanding in the particular state inquir- 
ing is also required, showing premium receipts and claims 
paid. 

In addition to these particulars, a list is called for of real 
estate owned, showing the location and values; any securities 
held as collateral security, together with their values and 
the amount loaned. The bonds and stocks owned are required 
to be specified in detail, with descriptions which will enable 
any one to know exactly what these securities are. 

The intention of these requirements is to show, first, the 
present financial condition of these corporations, by exhibiting 
so far as possible the nature of their various investments, in 
order that the public may know the general plan of each com- 
pany as to its investments. 

The liabilities, as has already been shown, are based upon 
averages and estimates as to the length of life and future 
rates of interest, and while a mere statement of the amount 
of these calculations cannot always convey an accurate idea 
of the real condition of any company, it is safe to say that in 
practically all cases, liabilities are calculated upon sound prin- 
ciples ; that is, upon a table of mortality less favorable than 
the average experience, rates of interest somewhat below the 
actual receipts, and the assumption of future premiums con- 
siderably less in amount than the actual contracts call for, so 
that any company which has a sufiicient amount of good 
assets to cover its definite as well as its computed liabilities is 
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in reality financially sound, and able to meet its claims as they 
mature. 

The details of income and disbursements which are required, 
and which through these departments are given to the public, 
are for the purpose of enabling each one to judge for himself 
as to the wisdom and economy of the management of the 
various companies. While mere inspection of these figures will 
not always enable one to arrive at a true comparison between 
different companies, they do serve to show important particu- 
lars which throw much light upon the conduct of these institu- 
tions, t 

In considering this phase of state supervision, while the 
items which are required to be given by all companies may 
seem unnecessarily numerous, yet it should be borne in mind 
in fairness, that it is not alone the old and strong companies 
whose affairs are thus scrutinized, but those other institutions 
which may still be in the experimental stage. It may be 
something of an indication as to the searching qualities of these 
requirements to state that there are in the regular blank three 
questions relating to ledger assets and capital stocks outstand- 
ing at the beginning of any given year; the questions as to 
income number 29, disbursements 31, assets 36, liabilities 25, 
first exhibit of policies 24, second exhibit 23, miscellaneous 
18, premium notes 10, in all 199, not including the details of 
securities. 

For filing these statements, each company is required to pay 
various fees, in many cases not only sufiicient to pay all the 
expenses of the department, but to leave a surplus to be turned 
over to the treasury of the state. This kind of supervision is 
valuable in many ways, for it seeks to place before the public 
the condition of each company, and generally enables any one 
interested to form some idea as to the responsibility and man- 
agement of these corporations. In a recent address delivered 
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by the Commissioner of Insurance of the state of Wisconsin 
occurs the following: "Each state, therefore, has extended its 
police powers for the purpose of protecting its citizens. Its 
laws are intended not only to protect the policy-holders, but to 
keep irresponsible and fraudulent companies from competing 
with honest, well-managed, sound companies, and to give to 
the latter official endorsement by the state. In so far, no one 
can object to the purposes of state supervision; but with such 
benefit conferred on the people, insurance departments have 
become revenue collecting agencies to the annoyance and hard- 
ship of companies. Supervision means not only collecting 
taxes and fees, receiving reports, compiling and printing statis- 
tics, valuing policies and examining companies, but includes 
the judicial as well as the executive enforcement of the 
statutes under which insurance corporations are formed, and in 
which their powers and duties are defined and their limitations 
presented. This requires an understanding of the principles 
of insurance, the functions of companies, and the relation of 
present conditions and future necessities. The cost to the com- 
panies should be the cost of supervision. The cost of exami- 
nation should be imposed upon a company only when seeking 
admission to the state. When once admitted, any examination 
made is for the protection of the people, and should be borne 
by the state. Taxes, when imposed, should be for the purpose 
of enforcing mutuality, and not for revenue. For example: 
We impose a tax upon life insurance premiums, yet the busi- 
ness of life insurance can only be transacted by the members 
combining contributing to a common fund to insure them- 
selves, and by imposing a tax upon the premium, each policy- 
holder in a mutual company is pasring the state a special tax 
for the privilege of relieving the state from caring for his 
dependents, and is again taxed for the purpose of caring for 
the dependents of those who carried no insurance." 
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It is likely that by reason of the statements made public 
through these reports, of vast sums collected from the people, 
a system of taxation has grown up, which has become a serious 
burden upon members of these corporations, whose sole object 
it is to provide for future necessities. There was collected 
in the year 1902 frbm life insurance companies for taxes more 
than $8,300,000, by far the greater part of which was the 
tax upon premium receipts. It will not be claimed that these 
institutions should altogether escape some share of the cost 
of maintaining the governments, yet it is a question of very 
great public interest as to what burden of this kind should be 
imposed upon this particular class of institutions. If they are 
performing the public service which is claimed, the levying of 
these taxes tends to check the spread of insurance, by making 
it more costly than it otherwise would be. For several years 
the question of national supervision has been widely agitated, 
and while it is not at all probable that the various states will 
relinquish all supervision, it is certainly a fair question whether 
the public good will not be served, if some general supervision 
can be substituted for a considerable part of the present sys- 
tem, to the great saving of expense, without impairing the 
value of the present governmental inspection. 

An examination of the items of investment is interesting and 
useful as indicating the influence which these accumulations 
undoubtedly have upon the growth and development of the 
country. The loans which these companies now hold upon 
real estate securities amount to not less than $600,000,000. 
These investments have enabled the owners of real estate in 
cities to improve their properties by building dwellings and 
business blocks, and to increase and extend every line of busi- 
ness. For more than thirty years some of the life insurance 
companies have made loans upon western farming lands. 
These have enabled the farmers of the country to buy land and 
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to cultivate it, to erect necessary buildings, to buy stock, and to 
continue their operations through unfavorable years. It is 
certain that these institutions have been largely instrumental 
in the growth of the farming interest. Lands in sections where 
these corporations have loaned money have very greatly 
increased in value, largely by reason of the reduction in rate 
of interest which has come through the increase of these funds 
seeking investment. Vast sums of money gathered from the 
payments of policy-holders, and held and improved at inter- 
est, solely for the final payment of claims, have been used in 
the development of railroads and other corporations, and to 
improve cities and towns. Deposits in banks have served to 
aid commerce and have been largely instrumental in enabling 
those engaged in various lines of business to procure funds 
on reasonable terms. 

Life insurance exists for the purpose of repairing the loss 
occasioned by the death of an individual who can produce more 
than the cost of subsistence. This has been shown in individ- 
ual cases, and it has also been demonstrated how such value 
can be reached in any particular instance. In considering 
the relations which life insurance bears to the state, it is 
necessary to take such aggregates as can be ascertained, and to 
point to certain conclusions. The conditions which prevail in 
Connecticut may be used as a fair example. It is shown by the 
census of 1900 that there were 385,610 persons in Connecticut 
engaged in all occupations ; of this number, 186,675, or some- 
what less than one-half, were engaged in manufacturing, and 
the amount paid by these establishments in wages and salaries 
during the year 1900 was $95,053,775- Of this amount it is 
probably within the fact to assume that two-thirds, or say 
$60,000,000, was expended in the support of others than those 
earning this income. If it is assumed that the average age 
of these producers is thirty years, and that the present value 
4 
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of an annuity at that age is $17.00, and that on the whole 
the mortality among these persons will follow the table rate, 
it appears that this income represents a present value of 
future earnings of more than a thousand million dollars, any 
portion of which capital is liable to be cut off in any hour of 
any day. But these figures apply only to those engaged in one 
branch of labor, and this probably on the whole less remunera- 
tive than the sum total of other occupations. It is not claimed 
that these estimates even approach accuracy, but it seems rea- 
sonable to believe that they are within facts. 

The grand list of Connecticut in the year igoo amounted to 
$6^000,000. This represents the amount of property subject 
to direct taxation in the State, by far the greater part of it 
consisting of real estate and buildings. Theoretically these 
properties are placed in this list at somewhat less than their 
actual value, but it is doubtful if taking the whole state 
together, .the value of real estate and buildings is materially 
greater than that placed upon them in the grand list. 

From the estimates which have here been made, there 
can be no doubt whatever that the present value of the future 
earnings of those engaged in various occupations in this state 
18 many times the amount of the grand list. 

The material wealth of a state not only depends upon its 
citizens, but by far the greater part of the real resources of the ' 
commonwealth is composed of the actual computable value of 
the lives of its inhabitants. 

The report of the Insurance Commissioner of Connecticut 
for the year 1900 shows that there were at the close of that 
year, life insurance policies outstanding on lives of citizens 
of the state representing $149,970,752 of insurance. Some of 
these have been in force for many years, and it is certain that 
the average age of these policy-holders is much higher than 
that of the general population. Assuming it to be fifty, it 
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appears that this amount of insurance represents an income 
which it is intended to protect of about $12,000,000. It is evi- 
dent that this protecti<»i is far less than the amount at risk, 
and that the community is therefore constantly sustaining 
losses by death, which are repaired only to a comparatively 
small degree. The life insurance agent is supposed to prose- 
cute his business thoroughly, but he will not accomplish his 
full mission until the education of the public has proceeded 
to a point where the real purpose and the actual benefits of 
life insurance are far better understood than they are at this 
time. 

The propriety of taxing the income or accumulations of life 
insurance companies has led to many discussions of the rela- 
tions of these institutions to the state, and to an expression 
of opinion by many eminent men who have, by reason of such 
propositions, given much study to this question. 

In a debate on an Income Duty Bill in the House of Commons 
in 1798, Pitt said : "Laying aside the proud idea of the vigor, 
permanence and renewing energy which the measure secured, 
there is one case which, with a view to the class who are really 
willing to save for the benefit of those for whom they arc 
bound to provide, makes some modification. It is in favor of 
those who have recourse to that easy, certain and advantageous 
mode of providing for their families by insuring their lives." 

In 1862, when this country was seeking means for meeting 
the extraordinary expenditures occasioned by the war, and 
the question of taxing insurance companies was before Con- 
gress, Charles Sumner said: "The business of insurance, it 
seems to me, is peculiar. It differs from other business. It 
is not strictly, if I may say so, a money-making business, but 
it is a money-saving business. I know that persons get up 
insurance companies in order to advance their own interests: 
but the primary object of the insurance office is to protect 
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Other people, and particularly the poor : it is to help the poor. 
I say, therefore, it is not primarily, as compared with many 
other businesses, a money-making business. On this account, 
it seems to me, it has a title to a certain consideration. Now, 
what is proposed? A tax on the premium. What are the 
premiums? The premiums are themselves a tax. The pre- 
miums constitute the tax which the person insured pays for his 
insurance : and now it is proposed to put a tax on a tax. This 
is the precise case. I state it in this way in order to simplify 
it; in order to reduce it, if I may say so, to its most naked 
form." 

Francis A. Walker has said: "If a man's income belongs 
to him to spend, it belongs to him to save: and on the 
ground of equity, the state cannot lay its hands upon that 
which represents the double virtue of industry and frugality, 
while sparing that which represents the single virtue of indus- 
try. Economically considered, there cannot be a moment's 
question that the policy of laying the burden of the state upon 
that portion of the product of industry which has escaped the 
maw of appetite, which is presumably reserved for useful 
employment, which is in a sense consecrated by worthy social 
ambition and which represents the courage, prudence and faith 
requisite to subordinate the present to the future, is thor- 
oughly vicious." 

Two-thirds of the adult men and women of this country arc 
married. Some of the remainder are physically or mentally 
unfit for the marriage state, but it cannot be doubted that 
whatever agency increases marriages, among those who only 
postpone this act because of a natural and prudent appre- 
hension of the results which death may bring, promotes the 
well-being and increases, the happiness of the community. 
There is no way, except through life insurance, that many 
suitable and advantageous marriages can be entered into 



Digitized by 



Google 



YALE INSURANCE LECTURES. S3 

with a due regard for the happiness of the individuals directly 
interested, and for the protection and welfare of the state. 

The public treasury must be supplied by those who are bene- 
fited by the expenditure of public money. Churches and 
schools lessen crime and pauperism, and thus diminish public 
expense. Their influence is rightly considered in distributing 
the burdens of taxation. In considering this question, which 
is of great and increasing importance, a knowledge not only 
of the theory of life insurance, but also of what it is accom- 
plishing and of its possibilities, will be of advantage to every- 
one who seeks to do his share for the uplifting of the state 
of which he is a part. 
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Calculation of Insurance Values 

compound interest, annuities and 
life contingencies 

BY JOHN K. GORB 

Insurance is "the assumption of a risk in return for a con- 
sideration received." The primary purpose of insurance is the 
distribution of financial loss. The death of the bread-winner 
is a great pecuniary loss to the family. Life insurance is a 
means through which a part, at least, of this loss is divided 
among thousands or hundreds of thousands of persons ; each 
bearing an insignificant portion of the burden. In England 
and rarely in America the term "assurance" is used in con- 
nection with life risks, the term "insurance" being then used 
for all other classes of risks. In America, however, the term 
"insurance" applies usually to all classes of risks. 

Life insurance values depend upon tables of human mortality 
and tables of compound interest. An acquaintance with the 
fundamental principles upon which these tables are based is 
essential therefore to an understanding of the social and eco- 
nomic importance of the subject. Let us take up first com- 
pound interest. 

'Interest is that which is paid for the productive use of 
capital." In the common financial transactions of the day two 
kinds of interest are employed, simple and compound. Sim- 
ple interest is always charged upon the original principal. It 
has no place in life insurance and will not be further con- 
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sidered. Compound interest is charged upon accrued interest 
as well as upon the original principal. Theoretically the prin- 
cipal should be supposed to grow momently not only by inter- 
est on itself, but by interest on the constantly accruing inter- 
est In practice, however, principal and interest are usually 
accumulated once a year, the accumulation of one year becom- 
ing the principal of the following year. Rarely calculations 
are made on the basis of principal and interest accumulating 
semi-annually, quarterly or even monthly. It will be suffi- 
cient in our consideration of the subject, however, to assume 
the accumulation as taking place annually. 

Denote the principal by P, the amount to which the prin- 
cipal will accumulate by S, the rate of interest by t, and the 
number of years by n. Then, the interest on i for a year being 
i, the amount of i in a year is i + » and the amount of P in 
a year is P (i -f-O- 

If the amount of i in a year (i -f- *) be at interest for a year 
the new amount will be (i+t) (i+0> in which expression 
the first (i + *) corresponds to P of the expression P (i + »)• 
(i + t) (i-f-O niay be expressed (i+O*- If (i + O* be 
at interest a year it will amount to (i + i)*. If, therefore, i 
be placed at compound interest for three years the amount 
will be (i + «)*• Similarly, if i be placed at interest n years 
the amount will be (H-t)*» and if P be placed at interest n 
years the amount will be P (i+0*« Hence we have 

S = P(n-0* (I)* 

The American Experience Table of Mortality is as follows : 

The number living at the end of the year, the number dying 

during the year, and the probability of dying during the year, 

are shown for each age from ten to ninety-five. The probable 

future duration of life is also given for each age attained. 

* Only a few formulas are given in the lectures on the Theory of Life Insur- 
ance and Annuities. For a study of the elementary formulas, applyins: to 
compound interest, life insurance and annuities, the student is referred to 
Glen's "Actuarial Science." 



Digitized by 



Google 



56 YALE INSURANCE LECTURES. 

I.— American Experience Table of Mortality. 





No. 


No. 


Yearly 
Proba- 


Expeo 
tation 




No. 


No. 


Yearly 
Proba- 


Expec- 
tation 


Age 


Living 


Dying 


bility of 
Dying 


of 
Life 


Age 


Living 


Dying 


biUty of 
Dying 


of 
Life 




i. 


d. 


q. 


e. 




U 


d. 


^• 


i. 


zo 


100,000 


749 


.007490 


48.72 


% 


64,563 


II99 


.018571 


17.40 


IZ 


99.251 


746 


.007516 


48.08 


63.364 


1260 


.019885 


16.72 


Z2 


98,505 


743 


.007543 


47.45 


11 


62,104 


1325 


.021335 


16.05 


13 


97,762 


740 


.007569 


46.80 


60,779 


1394 


.022936 


15.39 


14 


97,022 


737 


.007596 


46.16 


59 


59,385 


1468 


.024720 


14.74 


\l 


96,285 


735 


.007634 


45.50 


60 


57,917 


1546 


.026693 


14.10 


95,550 


732 


.007661 


44.85 


61 


56,371 


1628 


.028880 


13.47 


\l 


94,818 


729 


.007688 


44.19 


62 


54.743 


I713 


.031292 


12.86 


94,089 


727 


.007727 


43.53 


63 


53,030 


1800 


.033943 


12.26 


19 


93.362 


725 


.007765 


42.87 


64 


51,230 


1889 


.036873 


11.67 


20 


92,637 


723 


.007805 


42.20 


^1 


49,341 


1980 


.040129 


II. 10 


21 


91,914 


722 


.007855 


41.53 


47,361 


2070 


.043707 


10.54 


22 


91,192 


721 


.007906 


40.85 


% 


45,291 


2158 


.047647 


10.00 


23 


90,471 


720 


.007958 


40.17 


43,133 


2243 


.052002 


9.47 


24 


89,751 


719 


.008011 


39.49 


69 


40,890 


2321 


.056762 


8.97 


li 


89,032 


718 


.008065 


38.81 


70 


38,569 


2391 


.061993 


8.48 


88,314 


718 


.008130 


38.12 


7» 


36,178 


2448 


.067665 


8.00 


11 


87.596 


718 


.008197 


37.43 


72 


33.730 


2487 


.073733 


7.55 


86.878 


718 


.008264 


36.73 


73 


31,243 


2505 


.080178 


7." 


29 


86,160 


719 


.008345 


36.03 


74 


28,738 


2501 


.087028 


6.68 


30 


85,441 


720 


.008427 


35,33 


7| 


26,237 


2476 


.094371 


6.27 


31 


84,721 


721 


.008510 


34.63 


76 


23,761 


2431 


.102311 


5.88 


32 


84,000 


723 


.008607 


33.92 


?2 


21,330 


2369 


.111064 


5.49 


33 


83,277 


726 


.008718 


33.21 


18,961 


2291 


.120827 


5." 


34 


82,551 


729 


.008831 


32.50 


79 


16,670 


2196 


.131734 


4.74 


n 


81,822 


732 


.008946 


31.78 


80 


14,474 


2091 


.144466 


4.39 


81,090 


737 


.009089 


31.07 


81 


12,383 


1964 


.158605 


4.05 


p 


80,353 


742 


.009234 


30.35 


82 


10,419 


1816 


.174297 


3.71 


79,611 


749 


.009408 


29.62 


!3 


8,603 


1648 


.191561 


3.39 


39 


78,862 


756 


.009586 


28.90 


84 


6,955 


1470 


.211359 


3.08 


40 


78.106 


765 


.009794 


28.18 


!l 


5,485 


1292 


.235552 


2.77 


41 


77,341 


774 


.010008 


27.45 


86 


4,193 


III4 


,265681 


2.47 


43 


76,567 


785 


.010252 


26.72 


!l 


3,079 


933 


.303020 


2.18 


43 


75,782 


797 


.010517 


26.00 


2,146 


744 


.346692 


1.91 


44 


74,985 


812 


.010829 


25.27 


89 


1,402 


555 


.395863 


1.66 


J? 


74,173 


828 


.011163 


24.54 


90 


847 


385 


.454545 


1.42 


73.345 


848 


.011562 


23.81 


91 


462 


246 


.532466 


1.19 


ii 


72,497 


870 


.012000 


23.08 


92 


216 


137 


.634259 


.98 


71,627 


896 


.012509 


22.36 


93 


79 


58 


.734177 


.80 


49 


70,731 


927 


.013106 


21.63 


94 


21 


18 


.857143 


.64 


50 


69,804 


962 


.013781 


20.91 


95 


3 


3 


I.OOOOOO 


.50 


51 


68,842 


lOOI 


.014541 


20.20 












52 


67,841 


1044 


.015389 


19.49 












53 


66,797 


1091 


.016333 


18.79 












54 


65,706 


"43 


.017396 


18.09 
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The calculation of annuities is an important application of 
the principles of compound interest. An annuity is a periodical 
payment of a sum of money for a definite period, or for a period 
depending as to its duration upon some contingency. When 
the pasrment is to be for a definite period the annuity is called 
an annuity-certain; when it depends upon some contin- 
gency,- as, for example, the continuance of a human life, it is 
called a life annuity, or, more commonly, simply an annuity. 
Life annuities will be taken up in connection with the subject 
of life contingencies. The formulas already deduced should 
be sufficient, however, to enable us to derive the more common 
formulas for annuities-certain. 

It is always assumed, unless otherwise stated, that the first 
payment of an annuity is to be made at the end of the first 
year for which the annuity is to run. An annuity for n years 
is an annuity of n yearly payments, the first to be made a year 
hence; and an annuity of n years deferred m years is an 
annuity of n yearly payments the first to be made at the end 
of (#»-}- 1 ) years. An annuity whose first payment is made 
at the beginning instead of at the end of the year is called 
an annuity-due. 

An annuity is commonly measured by the amount payable 
in one year, which is called the rent of the annuity. 

The uncertainty of the individual fife and the certainty of 
life and death in the aggregate are the source and ground- 
work of life insurance. The individual has his life insured 
because he cannot foretell its duration. The life insurance 
company safely insures that life and thousands of others with 
it because it can foretell their average duration. The com- 
pany's knowledge is derived from a mortality table, a table 
from which are derived the probabilities of living and of 
dying. Such a table usually has at least two columns; the 
first showing the number of persons living at each age, and 
the second showing the number dying at each age. 
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S8 YALE INSURANCE LECTURES. 

An arbitrary number, such as 100,000, are supposed to be 
alive at the youngest age named in the table, and the first 
column, beginning with this number, shows how many sur- 
vive at each age of life until the age is reached beyond which 
none survive. 

The second column may be derived from the first by sub- 
traction. If, for example, at age 35, 81,822 persons are alive 
and at age 36, 81,090 persons are alive, 732 persons must have 
died at age 35. 

The first and second columns are known, respectively, as 
the 4 and d, columns, the suffix x denoting the age. Thus 
from the illustration just given we have /ts— /t6=^ts, or, more 
generally, 

4~/.+, = dn (2) 

It is evident that if the d» column be summed from the 
oldest age to the youngest age of the table the result will equal 
the number living at the youngest age. In the same way, if 
the summation stop at any other age than the youngest, the 
result will equal the number living at that age. 

A life insurance mortality table is usually constructed in the 
following manner: The necessary data are collected for as 
large a number of individuals as practicable of the class con- 
cerning which a table of mortality is desired. The data include 
chiefly information as to the ages at which the individuals 
came under observation, as to the duration of the periods of 
observation, and as to the ages of those who died while under 
observation. From these data the number of individuals 
exposed to risk of death at each age is found, as is also the 
number of deaths occurring at each age. The death-rate for 
the age is found by dividing the number dying by the number 
exposed to risk. 

The death-rates having been found for all the ages under 
observation, an arbitrary number is assumed as the number 
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YALE INSURANCE LECTURES. 59 

living at the age at which it 'is desired to begin the table. In 
the American Experience Table of Mortality the youngest 
table age is taken as 10 and the number living at that age is 
assumed to be 100,000. This arbitrary number, with which a 
table starts is known as the radix of the table. 

If, then, we assume the table to begin at age 10, the arbi- 
trary number or radix just referred to will be the first num- 
ber of the 4 column and will be known as A*. To find ^i«, 
the first number of the da column, we multiply Ao by the death- 
rate (gto) already fotmd for age 10. The number living at 
age II will be found by subtracting the number dying at age 
10 from the number living at age 10, that is, by the equation 
/}] = /i«— </io. Continuing in this manner, we shall find the 
successive values of the 4 and dm columns until an age is 
reached at which the number dying equals the number living. 
The age following that one is known as the limiting age of 
the table. 

As an illustration let us consider the first few ages of this 
table: 

Number 
Age. living. 

X I, 

10 100,000 

II 99,251 

12 98,50s 

13 97,762 

14 97,022 

100,000 (Ao) multiplied by the death-rate .007490 (^10) equals 
749 (rfjo). 100,000 (Ao) minus 749 (^10) = 99,251 (Ai). 99,251 
(Ai)X. 007516 (^u) = 746 Wi). 99,251 (Ai)-746 (^11) = 98,505 
(A 9), and so on. 

It has been stated that a mortality table usually consists of 
at least two columns, the 4 and the d» columns. It is now 
seen that these are derived from the calculated death-rates by 
ages. It is common therefore to include a third column, 



Number 
dying. 

d» 


Death rate. 

(ProbabiUty of 

dymg in one year.) 


749 


.007490 


746 


.007516 


743 


.007543 


740 


.007569 


m 


.007596 



Digitized by 



Google 



6o YALE INSURANCE LECTURES. 

known as the qm column, contaihing the death-rate or prob- 
ability of dying in a year. 

A glance at the American Table at ages 40 to 44 will be 
interesting : 

Death rate. 





Nnmber 


Number 


(ProbabiUty 


Age. 


Uving. 


dying. 


dying in one y 


X 


4 


dn 


9' 


40 


78,106 


765 


.009794 


41 


77,341 


774 


.010008 


42 


7^.S^7 


785 


.010252 


43 


7S,7^2 


797 


.010517 


44 


74,985 


812 


.010829 



Here we sec that the survivors have been reduced to about 
three-fourths of the original number. The yearly probability 
of dying has increased about one-third. The yearly number 
dying has increased but little, because of the decrease in the 
number exposed to risk of death. If the number living at 
age 42 were the same as the number living at age 10 (100,000), 
the number dying at age 42 would be 1,02%. 

Let us look at the table at ages 65 to 69: 

Death rate. 
Number fProbability ot 



Age. 


Number 
Uving. 


X 


4 


65 


49,341 


66 


47,361 


67 


45,291 


68 


43,133 


69 


40,890 



dying. dying in one year.) 

da qn 

1,980 .040129 

2,070 .043707 

2,158 .047647 

2,243 .052002 

2,321 .056762 

The number living are now less than half of the original 

number, and the death-rate is six or seven times the rate 
at age la 
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Death rate. 
(Probability of 


dying. 


dying in one year. 


d. 


9* 


385 


454545 


246 


.532466 


137 


.634259 


58 


.734177 


18 


.857143 


3 
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The figures at the highest ages are, perhaps, the most inter- 
esting : 

Number 
Age. living. 

X 4 

90 847 

91 462 

92 216 

93 79 

94 21 

95 3 ' 

These figures speak for .themselves. At age 90 more than 
99,000 of the original 100,000 at age 10 have died. The prob- 
ability of dying approaches certainty. According to the table 
three persons live ninety-five years and enter upon their ninety- 
sixth year, but do not complete it. In the American Table 
age 96 is therefore the limiting age, the age upon which some 
enter, but which none complete. 

In America two mortality tables are in use among life 
insurance companies, the American Experience Table of Mor- 
tality and the Combined or Actuaries' Table of Mortality, the 
former being the one generally adopted. 

The following is a monetary table at three per cent interest, 
compounded annually, giving in the proper column for any 
number of years from one to fifty the amount of one dollar in 
n years, the present value of one dollar due in n years, the 
amount of one dollar per annum in n years and the present 
value of one ciollar per annum for n years. In this table of 
course there is no life contingency involved: 
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II.— Monetary Table. Three Per Cent. 



m Ybars 



Z. 
2. 

3 
4 
5 
6 

I 

9 
zo 

zx 

12 

X3 
M 
15 
i6 

\l 

20. 
2Z. 
22 
23 
24 

25 

26 

n 

29 

30 
31 

32 

33 
34 
35 
36 

32 
38 

39 
40 

41 
42 
43 
44 
45 
46 

» 

49 
50 



Amount 
of tz in 
m Years 



1.0300 
1.0609 
1.0927 
I.1255 
I.1593 
I.1941 
1.2209 
1.2668 
1.3048 
1.3439 
1.3842 
1.4258 
1.4685 
I. 5126 
1.5580 

1.6047 
1.6528 

1.7024 

1.7535 
1. 8061 

1.8603 
I.9161 

1.9734 
2.0328 
2.0938 
2.1566 
2.2213 
2.2879 
2.3566 
2.4273 
2.5001 

2.5751 
2.6523 

2.7319 
2.8139 

2.8983 
2.9852 
3.0748 
3.1670 
3.2620 

3.3599 
3.4607 
3.5645 
3.6715 
3.7816 

3.8950 
4.01 19 

4.1323 
4.2562 

4.3839 



Present 
Value of $z 
Due n Years 

Hence 



.970874 
.942596 
.915142 
.88S487 
.862609 

.837484 
.813092 
.789409 
.766417 
.744094 
.722421 
.701380 
.680951 
.661118 
.641862 
.623167 
.605016 

.587395 
.570286 
.553676 

.537549 
.521893 
.506692 

.491934 
.477606 

.463695 
.450189 

.437077 
.424346 
.411987 
.399987 
.388337 
.377026 
.366045 
.355383 
.345032 
.334983 
.325226 
.315754 
.306557 
.297628 
.288959 
.280543 
.272372 
.264439 
.256737 
.249259 
.241999 
.234950 
.228107 



Amount of $x 


Present 


per Annum 


Value of $z 


In 


per Annum 
for n Years 


n Years 


1.0300 


.9709 


2.0909 


-1.9135 


3.1836 


:2.8286 


4.3091 


3.7171 


5.4684 


4.5797 


6.6625 


5.4172 


7.8923 


6.2303 


9.1591 


7.0197 


10.4639 


7.7861 


11.8078 


8.5302 


13.1920 


9.2526 


14.6178 


9.9540 


16.0863 


10.6350 


17.5989 


11.2961 


19.1569 


11.9379 


20.7616 


12.5611 


22.4144 


13.1661 


24.1169 


13.7535 


25.8704 


14.3238 


27.6765 


14.8775 


29.5368 


15.4150 


31.4529 


15.9369 


33.4265 


16.4436 


35.4593 


16.9355 


37.5530 


17.4131 


39.7096 


17.8768 


41.9309 


18.3270 


44.2189 


18.7641 


46.5754 


19.1885 


49.0027 


19.6004 


51.5028 


20.0004 


54.0778 


20.3888 


56.7302 


20.7658 


594621 


:%i.i3i8 


62.2759 


21.4872 


65.1742 


21.8323 


68.1594 


22.1672 


71.2342 


22.4925 


74.4013 


22.8082 


77.6633 


23.1148 


81.0232 


23.4124 


84.4839 


23.7014 


88.0484 


23.9819 


91.7199 


24.2543 


95.5015 


24.5187 


993965 


24.7754 


103.4084 


25.0247 


107.5406 


25.2667 


III. 7969 


25.5017 


116. 1808 


25.7298 
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Theory of Probabilities 
curtate and complete expectations 

OF LIFE 

BY JOHN K. GORE 

We are now prepared to consider the question of the prob- 
abilities of living and dying as determined by the mortality 
table. The s)rmbol p» is used to denote the probability of a 
person x years old living one year. 

From the American Experience Table we see that of 100,000 
persons alive at age 10, only 99,251 live one year. The chance, 
therefore, of any one of the 100,000 persons alive at age 10 
living a year longer is evidently iVoWo or .992510- We have 
already seen from the same table that the probability of a per- 
son 10 years old dying in one year is i^Woo or .007490. Now 
since a person must either live a year or die within the year, 
the sum of the probabilities of living and dying should equal 
unity, in accordance with the Theory of Probabilities. That is, 
/.+^.=i (3) 

or >>.=i-^. (4) 

This relation is illustrated by the values of ^10 just given and 
^10 in the table, since .992510 plus .007490 = i.oooooo. The 
qn column being given, equation (4) enables us to construct a/* 
column. 

The probability of a person x years old living two years is 
denoted by a/* and the probability of his living n years by n/s. 
The probability of a person x-\-\ years old living one year is 
denoted by/*+i and the probability of a person jfH-« years old 
living one year is denoted by /a+n. 
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64 YALE INSURANCE LECTURES. 

From the illustration already given, it is evident that 

^'-^ (5) 

and P'^i = r^ (6) 

From the Theory of Probabilities the probability of living 
two years is equal to the probability of living the first year 
multiplied by the probability of living the second year. 
Whence, 

.A=/«X/»+i = ^' (7) 

Similarly, we should have 

nP.= ^' (8) 

Referring again to our last illustration from the American 
Experience Table of Mortality, it will be remembered that the 
probability at any age of dying in a year may be found by 
dividing the number dying at that age by the number living 
at the same age. 

That is, ^. = ~ (9) 

Of the /* persons alive at age x, 4+i will live at least a year, 
that is, at least 4+i complete years of life will be lived among 
them. Of the same 4 persons /«+< will live another complete 
year, or 4+s years of life. In the same way im+t complete 
years will be lived in the third year; and so on to the limiting 
age of the table. Therefore, the total number of complete 
years of life that will be lived by the 4«persons will be 
4-1-1+ 4+9+ ^t+ . . . ., and the average number of complete 
years for each of the 4 persons will be 

4+i+4+i+4+»+ . . . . 
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YALE INSURANCE LECTURES. 65 

This "average after-lifetime" is called the Curtate Expecta- 
tion of Life and is denoted by em. We have, then, 

/a 

Equation (10) takes account only of complete years lived 
and not of the fraction of a year lived by each of the /« 
persons in the year of his death. For example, of the 81,822 
persons living at age 35, 81,090 are alive at age 36 and, there- 
fore, have lived a complete year. The 732 persons dying at age 
35 may be assumed to have died on the average at the middle 
of the year. They lived, therefore, half a year in the year of 
their death. The same will be true of those dying at each age, 
and since all of the /« persons will have died when the 
limiting age is reached, all will have lived a half-year in the 
year of death, or i 4 years in all, or an average of a half- 
year for each. If we add this half-year to the Curtate Expec- 
tation of Life already found, we shall have what is known as 
the Complete Expectation of Life, denoted by e^, 

?=i+ ^'+^^'+^'+---- (II) 

Whence l^= i+<r. (12) 

The expression "expectation of life" is very commonly mis- 
understood by those who have not given attention to the 
method by which it is obtained. To say that the expectation 
of life of a person twenty-two years old is forty-one years, 
does not mean that it is expected that he will live forty-one 
years and die at age 63. On the other hand, the chance is 
only about one in fifty that he will die at that age. Almost 
half of those living at age twenty-two will probably die 
before age 63 and more than half after age 63. 

Another expression sometimes confounded with expectation 
of life is what is known as Vie Probable or Probable Lifetime. 
5 
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The name is misleading, as the expression means the number 
of years during which the number living will be reduced by 
exactly one-half. Thus if 100,000 are alive at age 10, the 
number living will be reduced to one-half of 100,000, or to 
50,000 between ages 64 and 65, say at age 64?^. A person 
aged 10 has, therefore, an even chance of living S4H years. 
The expectation of life at age 10 is 48.72 years. It will be 
found that according to the American Table the vie probable 
is greater than the expectation of life at all ages up to and 
including age 57. Above that age the expectation of life is 
the greater. 

Suppose it to be required to know how much each one of 4 
persons now living must pay at the present time to receive i 
n years hence, if he be then alive. After n years only /,+» per- 
sons of the original i» persons will be alive. The amount to 
be received at that time will be /»+» since each person then 
living is to receive i. The present value of 4+n to be received 
n years hence is »"4+i». The im persons now living must 
therefore pay »• 4+n, and the share to be paid by each person 

is — -p^. An amount to be received upon a given life attain- 
As 

ing a certain age is called an Endowment, or4Jnore commonly, 
a Pure Endowment, and the present value of such an Endow- 
ment payable at the end of n years if a person now aged x be 
then living, is denoted by «E,. Hence we have 

.E. = ^ (13) 

We have already given some consideration to the subject of 
annuities-certain. We will now take up Life Annuities. A 
Life Annuity or an Annuity, as it is more often called, is a 
periodical payment of a sum of money, its continuance depend- 
ing upon the survival of a given life or combination of lives. 
For convenience it is customary to denote by (x) a person 
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X years old. The simplest form of Amiuity is an annuity 
under which i is payable to (;r) at the end of each year he 
completes. Its value is evidently the value of a series of 
endowments of i payable at the end of each year which (jt) 
completes. Denoting such an annuity by a«, we should then 
have 

"" 4 ^'^' 

Substituting x-^-n for x in equation (15), we have 

tfH- = -^;^ (16) 

It is evident from (15) that with the help of an interest 
table and a table of mortality these values could be calculated 
for any age. The calculation, however, would be a long and 
tedious one, especially if the given age were a young one, as 
a multiplication must be performed for each succeeding age 
to the end of the table. Furthermore, the results obtained in 
finding the value of a for one age would be of no assistance 
in finding the ^lue for any other age. This can easily be 
seen by comparing equations (15) and (16) where like powers 
of V are coupled with unlike values of /, so that independent 
calculations must be made for each term of (i6). 

.This difficulty is overcome, however, by the use of a very 
simple algebraic device, which is of great value in all calcula- 
tions involving life contingencies. If both the numerator and 
denominator of the second member of equation (15) be mul- 
tiplied by »• the value of that member will not be changed and 
we shall have 

a. = —^ (17) 
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where the index of v is always the same as the suflSx of /. 
Denote »• 4 by D. and ©•+V«+i by D,+i and so on, and wc 
shall have 

«. = g;; (i8) 

Denoting by N« the sum of all the values of D from age x 
to the oldest age of the table, and similarly by N«+i the sum 
of all the values of D from age x-\- 1 to the oldest age of the 
table/ we have 

«.= D7 .(19) 

In connection with all mortality tables used for life insur- 
ance purposes it is customary to construct what are known 
as the D» and N* columns. These columns and others — to 
be explained later — are known as Commutation Columns. The 
D*s are obtained by calculating «^ /• for every age of the 
table and the N's by summing the successive values of D, 
beginning at the oldest age of the table. It should be remem- 
bered that the values of D and N have no meaning whatever 
in themselves, and are merely the result of an algebraic device 
enormously reducing life insurance calculations. 
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Deferred and Temporary Annuities 
calculation of an endowment 

BY JOHN K. GORE 

In addition to life annuities there are deferred, temporary 
and deferred temporary annuities. 

An annuity deferred n years, «|fl», is one to be entered 
on after n years, the first pajrment to be made at the end of 
n + 1 years, if (;r) be then living. 

It will be seen from Glen that by the use of the D, and N. 
commutation columns only a single division is necessary to 
find the value of a pure endowment, an annuity, an annuity- 
due, or a deferred annuity, and only a subtraction and a divi- 
sion to find the value of a temporary or a deferred temporary 
annuity. 

A number of life insurance companies will sell pure endow- 
ments and almost all companies sell annuities, although annui- 
ties and pure endowments form a very small part of the 
business of American companies. 

To find the value of an insurance of i upon (;r), denote 
such value by A«. Assume U lives on each of which an 
insurance of i is placed, the insurance being payable in each 
case at the end of the year of death. During the first year dm 
persons will die, and at the end of that year the amount, dm, 
must be paid. At the end of the second year ^h-i must be 
paid, at the end of the third year, ^+«» and so on. The pre- 
sent value of all these payments will be 
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which is the amount the 4 persons should together pay for 
their insurance. The amount each one should pay is therefore 
shown in the equation 

Equation (20) would enable us to find the value of an 
insurance of i at any age of the table, but the calculation would 
involve a great amount of labor. Again we may resort to the 
labor-saving device used in obtaining the D, and N« values. 
Multipl3ring both numerator and denominator of equation (20) 
by tf* we have 

^- ;=4 ^^^^ 

Denoting v^^d, by C, «^+*</,+i by Ch-i, and so on, we have 

Again denoting the sum of the Cs from the highest age to 
and including age x by M«, and the sum to and including age 
;r+i by Ms+i, and so on, we have 

A.= g- (.3) 

Two more commutation columns known as the C. and M« 
columns may be constructed in a manner similar to that in 
which the D« and N» columns are constructed. That is, 
tf'+^dm may be found for every age of the table. The results 
will be the values of C. By adding the successive values of 
C, beginning at the oldest age of the table, the values of M 
will be obtained. Two other commutation columns, the R. 
and S» columns, are sometimes employed, but their use in- 
volves more complicated calculations than need be explained 
in these lectures. 
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Since A« is the value of an insurance of i on (x) it is 
the amount that must be paid to insure (^)'s life and is called 
the Net Single Premium for an insurance of i on (x). An 
insurance policy for which A« is the net single premium is 
known as a Single Premium Life policy. Comparatively few 
persons are able to pay for their insurance by a single premium. 
It becomes necessary, therefore, to find the annual premium 
which shall be the equivalent of the single premium. Annual 
premiums are always assumed to be paid at the beginning of 
the year. We have already seen that i+a» will purchase 
an annuity-due oi i to (x). If we wish to know what annuity- 
due I will purchase we must use the proportion i-i-tf. : i :: i : the 

required annuity-due, which is — — . Since i, then, will buy 

I A» 

an annuity-due of — ; — , A. will buy an annuity-due of — — , 

which is therefore the annual premium equivalent to a single 
premium, A«. Denoting the annual premium by >P« we have 

For practical purposes it is desirable to express P« in terms 
of the commutation columns. 
From Glen it will be found that 

p.=^:. (.5) 

Therefore, -^^ is the net annual premium to be paid for life 

by (jp) for an insurance of i on his life; A policy for which 

^ is the net annual premium is known as a Whole Life 

policy. 

The premiums we have considered thus far are called net 
premiums. The premium actually charged by life insurance 
companies is composed of a net premium and an addition 
called loading, td provide for expenses, the loaded premium 
being known as a gross or office premium. 
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The net annual premium for an insurance for life of $i,ooo, 
at age 35, by the American Experience Table of Mortality, on 
the basis of three per cent, interest, is $21.08. Yet at age 35 
the death-rate is only 8.95 per 1,000 exposed to risk. It would 
seem at first thought that the level annual life premium is 
much higher than it need be to take care of the deaths that 
occur. As those insured grow older, however, the death-rate 
will increase gradually for awhile, then more rapidly until in 
later life the level annual premium will be far from sufficient 
to provide of itself for the death losses. From the portion of 
the premium unused during the early years of the policy the 
company, therefore, accumulates a fund to supplement the 
deficit that would otherwise surely occur as the age of the 
policy increased. This fund is known as the "Reserve" and 
constitutes the chief liability of every insurance company. 
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Premiums and Interest in Insurance 
calculation of the net policy 

VALUE 

BY JOHN K. GOR£ 

Reserve or Net Policy Value is the difference between the 
present value of the benefit to be paid and the present value 
of the premiums to be received. In the case of life insurance 
policies the reserve per policy increases year by year until the 
limiting age of the table is reached, when it equals the face of 
the policy. In the case of an endowment, the reserve amounts 
to the face of the policy at the date of the maturity of the 
endowment. 

As an illustration of the reserve let us consider a group of 
whole life policies of $i,ooo each, issued at age 90. An 
advanced age is chosen to facilitate the following of the 
experience of these policies to the limit of the table. In 
reality insurance companies do not issue policies at so high 
an age. 

Net Premium, $503.68. 



Age. 


No. Living. 


No. Dying. 


90 


847 


385 


91 


462 


246 


92 


216 


137 


93 


79 


58 


94 


21 


18 


95 


3 


3 
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Age. 


Premiums. 


Interest. 


Death 
Losses. 


Reserve. 


Reserre 
Per Policy. 


90 


$425,770 


$12,773 


$385,000 


$53,543 


$116 


91 


232,238 


8,573 


246,000 


48,354 


224 


92 


108,579 


4,708 


137,000 


24,641 


312 


93 


39,712 


1,931 


58,000 


8^ 


394 


94 


10,556 


565 


18,000 


1^405 


468 


95 


1,508 


87 


3,000 


.... 


1,000 



$818,363 $28,637 $847,000 

The 847 persons living at age 90 pay together $425,770 at 
the beginning of the first year, the premium of each being 
$502.68. A year's interest on the premiums at three per cent, 
is $12,773, sind At the end of the year $385,000 must be paid in 
death losses to the beneficiaries of the 385 persons dying at age 
90. At the end of the year a fund (the reserve) amounting 
to $53,543, or $116 per policy remaining in force, is in the 
hands of the company. This fund, however, is not a profit, 
but a liability, every dollar of which will be needed to sup- 
plement future deficiencies that would otherwise occur because 
the future premiums will not of themselves be sufficient to 
pay the death losses. 

At the beginning of the second year $232,238 are paid in 
premiums, and the interest on the reserve and on the second 
year's premiums will amount to $8,573 2it the end of that year. 
After paying death claims of $246,000 there will be in the 
hands of the company a reserve fund of $48,354, or $224 for. 
each policy now in force. You will notice that the second 
year's premiums and interest together are not sufficient to pay 
the year's death losses. The company has had, therefore, to 
draw upon the reserve fund to the extent of more than $5,oool 

The third year's premiums and the interest on the reserve 
and premiums amount to but little more than $113,000, while 
the year's death claims are $137,000. So the reserve is again 
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drawn upon to make up the $24,000 deficit. The reserve per 
policy has by this time increased to $312. 

The losses of the fourth and fifth years still further draw 
upon the reserve fund until at the end of the latter year only 
$1405 are left with the company. This amount, however, 
together with the premiums to be paid at the beginning of the 
sixth year by the three survivors of the original 847 upon 
whose lives policies were issued, will be found just sufficient 
for its purpose. These three survivors pay $1,508, which 
added to the reserve amounts to $2,913. A year's interest 
on $2,913 at three per cent, is $87. $2,913 plus $87 equals 
$3,000, the exact sum to be paid on account of the death of the 
three persons who would die during the year according to the 
table of mortality. 

^[jn the illustration just given it will be seen that the total 
premiums and interest together equal the total death losses, 
although the premiums themselves are considerably less than 
the death losses. If insurance companies were managed with- 
out expense, if the deaths should always happen in accordance 
with the mortality table upon which the premiums were based, 
and if the rate of interest earned by the companies were 
always the same as the rate used in calculating the premiums, 
such a table as the one shown would be accurate under the 
given conditions. In reality, however, the necessary expenses 
of conducting the business are considerable, the actual death 
rate varies more or less from that expected on the basis of 
the mortality table, and the rate of interest earned seldom 
agrees exactly with the rate assumed. 

The effect of expenses is to increase the premium rate, the 
expenses of procuring insurance being much heavier than the 
expenses of caring for it afterwarcN^ The variation in the 
death rate is generally toward a lighter mortality than that 
of the mortality table, especially during the early years of 
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insurance, as those accepted for insurance are compelled to 
pass rigid medical examinations. They should, therefore, for 
a few years at least, be subject to a lower rate of mortality 
than the table rate. The rate of interest earned by the com- 
panies is usually somewhat higher than that assumed as a 
basis for their premiums and reserves, 
^he net result of expenses on the one hand and of favorable 
mortality experienced and excess interest earned on the other 
hand is that the premiums actually charged by life insurance 
companies are slightly higher than the net premiums derived 
from the assumed mortality table and rate of interestV 

We have already referred to term policies, life policies, 
endowment policies and annuities. All contracts issued by 
life insurance companies are in one of these forms or are 
made up of combinations of them. 

Under term policies the insurance runs for a specified num- 
ber of years and then ceases. These are the cheapest policies 
issued. They are often purchased by persons who wish to 
protect their families or estates for a term of years during 
which the insured may be interested in some financial under- 
taking which would entail great loss upon their families or 
estates should they die before its consummation. For ordi- 
nary purposes term policies are not desirable, as the term may 
expire at a time when the insured may most need insurance 
but on account of impaired health cannot pass the required 
medical examination. 

Life policies are the most popular form of insurance. Once 
a person has such a policy issued on his life, no matter what 
his condition of health, provided only that he keep up the 
payment of his premiums, the insurance will continue till 
his death. Whole life policies are the cheapest kind of life 
policy, but the fact that the premium on these policies must 
be paid throughout life leads many to choose instead limited 
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payment life policies, on which the payments are limited to 
five, ten, fifteen or twenty years. Such policies are, of course, 
more expensive than whole life policies, the cost increasing 
as the number of required pa3rments decreases, but the fact 
that there is a definite limit to the number of premium pay- 
ments adds to the popularity of the policy. 

Endowment insurance policies, or, as they are commonly 
called, endowment policies, are chosen because they combine 
an investment feature with insurance protection. zJEndowment 
premiums are considerably higher than limited payment life 
premiums, but the insured under such a policy knows that 
within a definite period of years, whether he dies or lives, 
the amount of the policy will be paid either to his beneficiary 
or to himself. ^ 

A form of endowment is issued by some companies provid- 
ing an endowment if the insured lives to the end of the 
endowment period, or the return of all premiums paid 
together with compound interest on the premiums in case of 
the prior death of the insured. These policies are written 
on the lives of children as well as of adults, being then called 
Child's Endowments or Children's Endowments. 

Another common form of policy is a whole life, limited 
pasrment life or endowment policy containing the provision 
that if the insured dies within a specified number of years all 
or part of the premiums paid will be returned together with 
the amount of the policy. The premium for such a policy 
is slightly higher than the premium for the corresponding 
regular form of policy. 

Joint life policies are issued on the lives of two or more 
persons, the insurance becoming payable upon the first death 
among those insured. In all other respects these policies are 
similar to those already described. 

American life insurance companies issue two or three 
hundred kinds of insurance policies, all of them modifications 
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of the main forms already discussed, which are sufficient 
for the purposes of this lecture. 

There are two general classes of policies issued by life 
insurance companies, non-participating and participating poli- 
cies. The former derive their name from the fact that they 
do not participate in any of the profits of which they may be 
the source. Participating policies have a share in the profits 
they earn and are sold at higher premium rates than non- 
participating policies. As an illustration, the net whole life 
annual premium per $i,ooo, at age 35, by the American Expe- 
rience Table of Mortality on the three per cent, basis is $21.08. 
The average non-participating premium of five of our larger 
American companies is $21.92, and the average participating 
premium, $27.45, the former being 4% higher than the net 
premium, or loaded 4%, and the latter 30%. The net twenty- 
payment life premium, at age 35, is $29.85, the average non- 
participating premium, $30.30, and the average participating 
premium, $37.19, the loading being, respectively, 2% and 25%. 
The net twenty-year endowment premium is $41.97, the aver- 
age non-participating premium, $43.93, and the participating 
premium, $50.96, the loading being, respectively, 5% and 21%. 

Theoretically the final results of participating policies, 
allowing for the higher premiums, should be slightly more 
favorable to their holders than the results of non-participating 
policies, as in order to be safe the company must charge a 
little more than actual cost for the latter to provide for emer- 
gencies. If the emergencies do not arise, the excess payments 
are not returned to the policy-holders, as non-participating 
policies provide only for the benefits originally guaranteed. 
On the other hand, any excess charge made in the premiums 
for participating policies would be returned to the policy- 
holders in the form of dividends. 

Practically, however, there seems to be little to choose 
between non-participating and participating policies, the 
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results during their earlier years being more favorable among 
the former class and in the later years more favorable among 
the latter. 

Policy dividends are usually payable either annually or at 
the end of five-, ten-, fifteen-, or twenty-year periods. Poli- 
cies providing for dividends annually are known as annual 
dividend policies. Those providing for dividends at less 
frequent periods are called deferred dividend policies. If the 
dividend period is deferred ten, fifteen, twenty or more years 
the policies are often called accumulative dividend policies. 

Those who are insured under participating policies usually 
have a choice among two or more methods by which their 
policy dividends may be credited. For example, they may 
receive the dividend in cash or in an equivalent amount of 
paid-up insurance, or the dividend may be converted into an, 
annuity or be applied to reduce future premiums. 

Before referring to any other classification of policies it will 
be advisable to describe the general nature of a policy con- 
tract A contract of life insurance is a promise on the part 
of a company or association to pay a sum of money upon the 
happening of a certain life contingency, the consideration 
being the application for the insurance and the payment of a 
specified premium. 

The different insurance com1[>anies use various methods of 
expressing the terms of their policies. The following shows 
one method of expressing a twenty-pajrment life contract, 
the wording being taken from parts of the contracts of 
different companies: 

"The Insurance Company hereby insures the 

life of James Thompson, of the City of New Haven, County 
of New Haven, State of Connecticut, hereinafter called the 
Insured, and promises to pay at the home office of the Com- 
pany in New York, County of New York, State of New York, 
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immediately upon acceptance of satisfactory proof of the death 
of the Insured, to Mary Thompson, wife of the Insured, if 
living, otherwise to the executors, administrators or assigns 
of the Insured, the sum of ten thousand dollars. 

"This Policy is issued in consideration of the application, 
which is made a part hereof, and of the annual premium of 
three hundred and seventy-one dollars and ninety cents, to be 
paid at the home office of the Company on the delivery of this 
Policy, and of the payment of a like sum on the first day of 
November in every year thereafter during the lifetime of the 
Insured, until twenty annual premiums have been paid." 

In addition to the main contract, insurance policies contain 
certain conditions that must be fulfilled, and certain privileges. 

For example, we find the following or similar clauses in 
most policies: 

"Premiums. Each premium is due and payable at the 
home office of the Company, but will be accepted . elsewhere 
when duly paid in exchange for the Company's receipt signed 
by the President or Secretary and countersigned by an author- 
ized representative of the Company. That part of the year's 
premium, if any, not due and unpaid at maturity of this policy 
shall be deducted from the amount of the claim. 

"Alterations. No person except the President, Vice Presi- 
dent, Secretary or Actuary of this Company has power in 
behalf of the Company to make or modify this contract, 
to extend the time for pa3ring any premium, to waive any 
forfeiture or to bind the Company by making any promise or 
by accepting any representation or information not contained 
in the application for this policy. These powers will not be 
delegated. 

"Assignments. If this policy shall be assigned, the assign- 
ment must be in writing and the Company shall not be 
deemed to have knowledge of such assignment unless the 
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original or a duplicate thereof is filed at the home office of 
the Company and its receipt duly acknowledged. The Com- 
pany will not assume any responsibility for the validity of an 
assignment. 

"Suicide. If within one year from the date hereof the 
insured shall die by suicide — ^whether sane or insane— or in 
consequence of his own criminal action, the liability of the 
Company shall not exceed the amount of premiums paid on 
this policy. 

"Misstatement of Acje. If the age of the Insured is 
incorrectly stated, the amount payable under this policy shall 
be the insurance which the actual premium paid would have 
purchased at the true age of the iiisured. 

"Indebtedness. Any indebtedness to the Company on 
account of this policy will be deducted in any payment or 
pa3rments or in any settlement under this policy." 

The following clauses illustrate the privileges commonly 
found in insurance policies. The clauses are taken at random 
from the policies of different companies, which accounts for 
the variety in mode of expression. 

"Incontestability. This policy after one year will be 
incontestable except for non-payment of premium. 

"Grace in Payment of Premiums. In the payment of 
any premium under this policy, except the first, a grace of 
one month will be allowed, during which time the policy will 
remain in force. 

"Reinstatement. If this policy be lapsed for noij-pay- 
ment of premium it will be revived any time within two 
years after the due date of such premium, as specified on the 
first page hereof, upon written application and payment of 
arrears of premiums with interest at the rate of five per cent 
per annum, provided evidence of the insurability of the 
insured satisfactory to the Company be furnished. 
6 
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"Change of Beneficiary. Provided this policy is not 
assigned th€ insured may, with the written consent of the 
Company, at any time and from time to time during its 
continuance change the beneficiary of this insurance. 

"Instalment Privilege. The insured at any time while 
this policy is in force and not assigned may avail himself 
of the following privilege, by returning the policy to the 
Company at its home office with his written request for the 
proper endorsement of the policy by the Company: To have 
the proceeds of this policy at its maturity paid in a specified 
number (not exceeding thirty) of equal annual instalments, 
the first instalment being payable immediately. 

"Loans. If this policy be continued in force, the insured 
may borrow from the Company the amount specified in the 
following table by making written application for the loan 
and assigning the policy to the Company as security, in 
accordance with the terms of the Company's loan certificate; 
provided five per cent, interest on the whole amount of the 
loan be paid annually in advance. 

"Paid-up Insurance. If this policy shall lapse through 
non-payment of premium after three years' premiums have 
been paid in cash, the Company, subject to the other condi- 
tions of the policy, will grant paid-up non-participating insur- 
ance payable at death for the sum provided upon written 
application by the owner of the policy and the legal surrender 
of all claims hereunder to the Company at its home office 
within thirty days after such lapse. 

"Extended Insurance. In case of default in payment of 
any premium after the third year this policy shall remain in 
force for the term specified in the table entitled 'Automatic 
Extended Insurance* endorsed hereon. 

"In case of the death of the insured within three years from 
the date of such default all unpaid premiums with interest 
shall be deducted from the sum insured. 
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"Cash Surrender Value. After three full years* premiums 
have been paid, upon the non-payment of any subsequent 
premium on the date called for in the policy and within 
sixty days thereafter, or at any time after all the premiums 
required have been paid, this policy may be surrendered and 
the Company will pay therefor, within sixty days from the 
date of such surrender, the amount stated in the table below 
for the end of the last completed policy year, deducting any 
unpaid loans hereon." 

Further reference should be made to the four privileges: 
Policy Loans, Paid-up Insurance, Extended Insurance and Cash 
Surrender Value. They are valuable features of the modem 
life insurance policy. All of them depend upon and are made 
possible by the reserves held by the companies. The reserve 
at the end of ten years on a ten thousand dollar twenty-pay- 
ment life policy, issued at age 35, according to the American 
Experience Table of Mortality on the three per cent, basis, is 
$2,557.80. If the holder of such a policy wishes to borrow, the 
company will loan about $2,250, charging interest at the rate 
of five or six per cent per annum, the policy remaining in 
force, and the amount of the loan becoming, until repaid, a 
lien agajnst the policy. In the illustration chosen, the amount 
payable by the company in case of death would be $7,750, less 
unpaid interest, if any. The loan privilege is often of value in 
enabling a policyholder to borrow sufficient to pay an annual 
premium, the pa3rment of which would otherwise be incon- 
venient or impossible. 

If the policyholder, instead of borrowing on the security of 
the policy above referred to, desires or feels compelled to give 
up his insurance, he may receive upon application a policy for 
$5,000 fully paid-up for life. 

Suppose the policyholder, having ceased paying premiums 
and allowed his policy to lapse, should through carelessness 
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or from some other cause neglect to apply for paid-up insur- 
ance. Even then his interests— or, rather, the interests of 
those dependent upon him — ^would be safeguarded, the com- 
pany would extend the full amount of his insurance, $10,000, 
for about nineteen years. That is, without any action on the 
part of the person insured and without any further premium 
payments, if death should occur at any time during these nine- 
teen years, the company would pay the full amount of the 
policy. Extended insurance being carried without any action 
on the part of the insured is said to be automatic. Some 
companies grant their paid-up policies automatically and 
require applications if extended insurance is granted. If the 
insured should desire cash instead of paid-up insurance many 
companies would allow on the policy just referred to a cash 
surrender value, the amount being about $2,400. In granting 
surrender values, whether in the form of insurance or in cash, 
the companies generally make a surrender charge, although in 
the case of policies twenty years old the full reserve value is 
usually allowed. , 

Participating policies contain also clauses concerning the 
method of allowing dividends. Annual dividends may be 
applied to reduce future premiums or converted into paid-up 
insurance or in some cases may be withdrawn in cash. In the 
cases of accumulative dividends it is common to allow the 
insured a number of options. For example, he may surrender 
his policy to the company and draw its full reserve value 
and the accumulated dividend in cash, or he may continue 
his policy in force and draw only the dividend or he may 
have the dividend converted into a paid-up addition to the 
policy, or he may continue the policy and have his dividend 
converted into a life annuity, or he may surrender his policy 
and have the reserve value and dividend converted into a life 
annuity. 
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Life annuities are much more common in European coun- 
tries than in America, although their number is increasing 
rapidly in this country. Under an ordinary annuity a single 
premium is paid to the company in return for which the 
company pays annually, semi-annually or quarterly, a stated 
amount during the continuance of a certain life, the person 
upon whose life the annuity depends being known as the 
annuitant. Annuities are frequently purchased by persons 
who wish to provide life incomes for relatives or dependents 
while living instead of providing for them by will, fearing 
the possibility of the breaking of the will in the courts. Many 
persons who have no one to whom they wish to bequeath their 
money purchase annuities on their own lives, thus receiving 
as long as they live a definite income much larger than they 
could possibly obtain from secure investments. 

There are varieties of annuity contracts as well as of life 
insurance contracts. For special purposes Temporary Annui- 
ties are sometimes issued by life insurance companies. There 
are also Deferred Annuities, under which the annuity pay- 
ments begin after a specified number of years if the annui- 
tant be then living. Such an annuity may be paid for by a 
single premium or by an annual premium during the period 
intervening between the date of the contract and the year 
when the annuity is entered upon. A Joint Annuity continues 
as long as all the lives upon which it is issued continue. An 
annuity on the Last Survivor continues as long as any one of 
the lives upon which it is issued continues. A Survivorship 
Annuity is payable to a designated person called the nominee 
if he survives another designated person called the insured. 

Experience has shown that annuitants live longer than 
insured persons. On that account a special mortality table 
is used in calculating annuity premiums. 
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The acceptance or rejection of applications for insurance 
by life insurance companies depends chiefly upon the medical 
departments of the companies. But, while the physical fitness 
of an applicant is the chief consideration in determining 
whether or not he is insurable, there are a number of other 
important facts concerning which the company must have 
satisfactory information before it can afford, in justice to its 
policy-holders, to grant insurance on his life. An applicant, 
though in apparent excellent health at the time of the medi- 
cal examination by the company's examiner, may have had 
certain illnesses in the past which have made him peculiarly 
susceptible to certain fatal illnesses in the future. It is import- 
ant, therefore, to know what is called in insurance parlance 
the "personal history*' of the applicant. Again, while the 
applicant may be a good physical risk, his habits may be 
such that his prospects of a normal length of life are not 
bright enough to warrant the company in accepting him. The 
character, habits and standing of a person constitute what 
insurance men call the "moral hazard." If a man's nearest 
relatives have shown a tendency toward a certain fatal disease 
or if they have been notably short-lived, his application for 
insurance is considered with great caution. It is necessary 
to know, therefore, what is called the "family history" of the 
applicant. An applicant whose occupation is known to be 
especially hazardous or one who is about to go to an unhealth- 
ful climate to live cannot be accepted for a premium based 
upon a normal mortality rate. 

This brings us to the consideration of another phase of life 
insurance, the method of dealing with those who wish to have 
their lives insured and who are in apparent good health, but 
who for one reason or another do not measure up to the 
standard necessarily set by the companies. 

If the objectionable feature is an applicant's record of past 
illnesses or disease; that is, one of "personal history," the 
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company may postpone definite action till more time may 
elapse and a new record of the applicant's health be obtained. 
If it is probable that the disease feared is of such a nature 
that it may run a number of years before becoming fatal, the 
company may offer to issue an endowment policy under 
which the risk would cease in a definite number of years and 
before, in the company's estimation, the disease would in all 
probability prove fatal. The "personal history" may, on 
the other hand, be so unfavorable that the company must 
decline to take the risk. 

When the "moral hazard" of a risk is bad it is declined. 
There is a variety of ways of disposing of an application when 
the "family history" is unfavorable. If some members of 
an applicant's family have died at a young age of consump- 
tion and the applicant himself has reached an age considerably 
older than the average age of their death, and is, moreover, 
well built, in excellent health and can prove a good "personal 
history" he may be regarded as a first class risk and be 
accepted on as favorable terms as any. If, on the other 
hand, the applicant is still young and of slight build, he may 
be declined or a policy may be issued at regular premium 
rates but providing that if death occur during the first year, 
only a certain percentage of the face value of the policy will 
be paid, if death occur during the second year a larger per- 
centage will be paid, the percentage increasing year by year 
until after a designated number of years no deduction will be 
made in case of death. 

In the case of hazardous occupations an extra premium is 
usually charged. If the occupation be unhealthful an extra 
premium may be charged or a short term endowment may be 
issued. Residence or travel in unhealthful climates, such as 
most parts of the tropics, usually calls for an extra premium. 

It has been assumed in the various cases we have just been 
considering that the health of the applicant at the time of his 
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application for insurance is good. There are thousands of 
men, however, whose physical condition is such that they 
could not successfully pass the ordinary medical examination. 
Such lives are referred to as "under average" lives, and 
many of them are to-day insured by reliable companies. One 
method of treating such cases is to charge an extra premium. 
The more common method, however, is to place a lien on 
''under average" policies in the manner already described, 
that is, the policies contain a provision that if death occur 
during the first year only a percentage of the full amount of 
insurance will be paid by the company, the percentage pa3rable 
at death increasing year by year. 

All that has thus far been said in this lecture has had spe- 
cial reference to what are known as Ordinary Legal Reserve 
companies or more commonly as Ordinary Old Line compa- 
nies. An Ordinary Old Line company is one holding on all 
its policies the full theoretical reserve, which is also the 
reserve required by the laws of the various states. Such a 
company issues policies usually in multiples of a thousand 
dollars and on the lives of the men, or the breadwinners, of 
the family, the premiums being pasrable annually, semi-annu- 
ally or quarterly at the office of the company. Another kind 
of legal reserve or old line company are the Industrial com- 
panies. These companies issue what may be called family 
insurance, that is, policies on the lives of any or all members 
of the family. The business is carried on chiefly among the 
industrial classes, one of its main purposes being to provide 
for funeral expenses. The policies are for small amounts, 
averaging about $130, and premiums are collected weekly at 
the homes of the policy-holders. Ordinary policies are issued 
on the basis of the amount of the policy, the unit of amount 
being $1,000; industrial policies are issued on the basis of the 
weekly premuim, the unit of premium being five cents. Thus, 
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an industrial policy is always issued for a premium of five 
cents weekly or some multiple of five cents, the average pre- 
mium being ten cents. During the last quarter of a century 
the business of industrial companies has grown to enormous 
proportions. At the end of 1902 the amount of Ordinary Old 
Line insurance in force in this country was about $8,700,000,- 
000 and of Industrial insurance about $1,800,000,000. The 
number of Ordinary policy-holders was 4,172,000 and of 
Industrial policy-holders, 13448,000. 

In addition to the old line or legal reserve companies there 
are two other groups of associations or companies carrying 
on the business of life insurance. The first group includes 
what are called Assessment and Stipulated Premium associa- 
tions or companies. Assessment organizations originally paid 
death claims by assessing the members when a death occurred 
a sufficient pro rata amount to pay the claim. As the mem- 
bers grew older, however, the death rate increased and with 
it the number of assessments. Finally the cost of the insur- 
ance became so great that the young and healthy members 
resigned to find cheaper insurance elsewhere. Their depar- 
ture soon caused a further increase in the number of assess- 
ments as the average age of the membership and, therefore, 
the death rate, grew more rapidly because of the fewer young 
lives remaining. The result was either bankruptcy for the 
association or reorganization under an improved plan. In 
the original plan all members were assessed alike regardless 
of age. Under the present plans an attempt is made to charge 
members according to their age, but the basis of sissessment 
insurance as it is being carried on to-day is far from satisfac- 
tory and must remain so until systematic provision is made 
for the creation of an adequate reserve. 

Stipulated Premium companies represent an attempt to 
remedy some of the defects of assessment organizations. The 
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policies of these companies provide for a "stipulated pre- 
mium," which, however, may be increased if the death losses 
become so great as to make it necessary. These companies 
lay aside a fund (much less than the reserve of old line com- 
panies) sufficient, perhaps, to put of! the evil day farther than 
did the old assessment organizations, but not sufficient, 
according to those best informed on the subject, to free them 
from the weaknesses of the latter. 

The second group of organizations not included in the 
term Old Line, are the fraternal orders carrying insurance 
on the lives of their members. 
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Medical Selection for Life 
Insurance 

BY BRANDRETH SYMONDS,* M.A., M.D. 

A life insurance company permits the soliciting of risks at 
standard rates only in localities which are regarded as afford- 
ing a fair chance for the inhabitants to live out a normal 
life expectancy. In other places, either it does not permit 
the insurance of risks at all, or it charges an extra premium 
to cover the increased mortality. This extra risk, or, as it 
may be called, residence hazard, may be due to several factors : 

1. The uncivilized condition of the country may cause 
an amount of lawlessness and crime which prohibits satisfac- 
tory life-underwriting. Persons who would naturally take 
insurance in such countries would probably be the very 
ones who would undergo the greatest risk. It is almost impos- 
sible to measure the risk, and hence such regions as Man- 
churia, Central Africa and Polynesia are practically uncov- 
ered by life insurance at present. This uncivilized area is 
constantly diminishing, and every year sees new territory 
added to the possibility of life insurance. 

2. The nature of the country may be so unsanitary and 
the inhabitants so lacking in hygienic knowledge that they 
are subject to endemics and epidemics of a severe type. This 
is particularly true of tropical countries, and in many of 



* (Note.— The greater part of this lecture is extracted from my forthcoming 
book, ** Life Insurance Examinations," a manual for the Medical Examiner. 
The chief difficulty in preparing it arose from the limited time allowed for the 
lecture, which excluded the discussion of many topics.) 
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them life insurance is practically prohibited. This element 
of risk can be measured with more accuracy, however, than 
the preceding, and extra premium rates can be arranged in 
some cases to cover the increased mortality. Under these 
circumstances, insurance can be written without loss. 

3.. The inclemency of the climate may be so severe that 
the mortality is materially increased. While this is one of 
the factors which renders tropical countries unsafe, it is 
particularly applicable to the arctic and subarctic regions. 
Here the winter is so long and so rigorous that the health 
is affected. On the other hand, the material comforts of 
civilization tend to correct this, and as these regions become 
developed and more thickly populated, this element of risk 
grows less. 

Many companies require the applicant to state whether he is 
^cclimated. This question applies particularly to regions. in 
which malaria and yellow fever are found. One attack of 
the latter secures immunity, and a person who has been 
exposed to an epidemic or who has lived for some time in a 
locality where yellow fever is an endemic, is also considered 
immune. On the other hand, an attack of malaria indicates 
susceptibility, and it requires a residence of a year or more 
in a malarious country to determine if the individual is 
properly acclimated. Of course, our knowledge of the trans- 
mission of malaria and yellow fever by means of mosquitoes 
has modified these old views, but there is a sound substratum 
of truth in them yet. 

Most companies require an applicant to state how long he 
has lived in his present residence. The treatment of tuber- 
culosis by transference to a high dry climate is so common 
that in some parts of the country a large proportion of the 
inhabitants are there on account of some such condition, or 
because they feared the possibility of its development These 



Digitized by 



Google 



YALE INSURANCE LECTURES. 93 

cases often do well while they remain in such a climate, but 
a return to a less favorable locality frequently causes an 
exacerbation of the latent trouble, which has not really been 
cured. 

Most companies require an applicant to state whether he 
contemplates a change in residence. If a man living in a 
healthy locality finds out that the demands of his business 
necessitate his going to an unhealthy place, he is very apt 
to provide against possible mishap by taking out some life 
insurance. This is evidently unfair to those policy-holders 
who continue to reside in healthy regions, unless he pays an 
extra premium to cover the increased risk. 

The accompanying table shows the mortality of different 
occupations.. It is based upon the British death registers for 
the years 1880, 1881 and 1882, and the numbers living at the 
census of 1881. The comparative number of deaths are those 
that would occur annually in each industry out of 64,641 
males in that industry from 25 to 65 years of age, of whom 
41,920 were under and 22,721 were over 45 years of age. 
That number of males in the general population similarly 
divided would produce 1,000 deaths per annum. 

Mortality 
Occupations. figure. 

Fisherman 797 

Farmer 631 

Laborer 701 

Gardener 599 

Qergyman 556 

Lawyer 842 

Physician 1,122 

Commercial traveller 948 

Butcher 1,170 

Brewer . . .• 1,361 

Cab, omnibus service 1,482 

Innkeeper, publican, etc 1,521 

Costermonger, hawker, street seller 1,879 
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Mortality 
Occupations. figure. 

Grocer 7^ 

Draper 883 

Tailor . . .' 1,051 

Printer 1,071 

Hosiery manufacturer 717 

Miner 929 

Carpenter, joiner 820 

Baker, confectioner 958 

Builder, mason, bricklayer 969 

Wool manufacture 1,032 

Cotton, linen manufacture 1,088 

Stone, slate, quarrier 1,122 

Cutler, scissors maker 1,309 

Filemaker 1,667 

Earthenware manufacture 1,742 

Miner (Cornwall) 1,839 

Shoemaker 921 

Blacksmith 973 

Plumber, painter, glazier 1,202 

The first four occupations involve a marked degree of 
exposure to all sorts of weather. In spite of this the mortality 
is extremely good, although raised somewhat among fisher- 
men by the deaths* from drt>wning. 

Occupations 24-29 show the influence of alcoholics as indi- 
cated by the deaths from liver disease and alcoholism. This 
influence can be noted also in occupations 8 and 15. 

Among the learned professions so-called, the clergyman 
shows easily the lowest mortality, the lawyer being next but 
still good, while the physician is last and distinctly inferior 
to the average. In this country the investigation of the 
Actuarial Society shows a better mortality for physicians than 
in England, but still below a good standard of insurance 
lives. This is to be expected when you consider the great 
demands that are made upon the physician's time and strength 
during epidemics, and the constant exposure to contagious 
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disease. Another factor is the liability which he has of devel- 
oping some form of drug addiction. Under the stress of work 
and worry to which a physician is frequently subjected, the 
temptation to deaden the feeling of fatigue and pain by a 
resort to some drug is very great, and the opportunity of 
course is always present. The immediate effect may be a 
relief, but when the habit has once been acquired, the results 
become serious, both mentally and physically. A physician 
should be on his guard constantly against the formation of 
such a habit, and he should not let his professional ambition 
or altruistic desires drive him into it 

You see from this table that some occupations are very 
unfit for life insurance.. At least, they should not be classed 
with the average risk. This occupation hazard can be sub- 
divided under four heads: 

First. The risk from increased liability to accident Under 
this head you can classify many of the iron and tin workers, 
engineers and firemen, workers in electricity, seamen and 
saw-mill operators, etc. On the other hand, in some classes 
which you might think would be hazardous on this account, 
the increased risk is counterbalanced by the superior physique 
of the individuals. Policemen, for imstance, do not constitute 
an extra hazardous class for life insurance, for -though the 
risk from accident is greater than the average, their superior 
physical condition is such as to entitle them to be con- 
sidered an average risk. 

Second. Many of these occupations are hazardous on ac- 
count of the diseases which they may occasion. Stone-cutters, 
miners, file makers, brass and copper workers, plumbers, 
painters are all liable to disease incidental to the business. 
In these cases there is, as a rule, no redeeming feature of 
superior physique to make up for the increased risk. 

Third. The abuse of alcoholics is a very potent factor in 
many of these occupations. All people who handle alcoholics 
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by retail are profoundly affected by the nature of the occupa- 
tion. With few exceptions they drink, and usually more rather 
than less. Moreover, they consume a great and constant 
quantity of alcohol by absorption in handling it and in breath- 
ing it: As a class, they regularly take in so much alcohol as 
to materially shorten their lives. There is no one factor 
which has a greater influence in increasing the mortality than 
the abuse of alcoholic beverages. All companies exclude 
people of this class at their regular rates. 

Fourth. The increased risk from exposure is a factor in 
raising the mortality in some of these classes, but alone it 
cannot be a very large of important factor. The average 
farmer or fisherman exposes himself to the weather very con- 
siderably, and yet you see he ranks very low in point of 
mortality. When to exposure is added any excess of alco- 
holics, you have a combination which makes for diminished 
longevity at a rapid rate, but the alcohol is a much more 
serious item than the exposure. 

In many occupations the mortality is constantly improving. 
A factor in this is the general improvement in sanitation 
which the whole civilized world is undergoing. Better wages 
and more regular work help in the same direction. In some 
cases it seems to be due, also, to the increased intelligence of 
the workmen. For instance, chronic plumbism is much less 
common now among painters than formerly, for they appre- 
ciate the risk they run and that it can be avoided by scrupu- 
lous cleanliness. Changes in methods whereby machinery does 
part of the work that hands used to do, account for the 
improvement among steel and iron-workers. In other cases, 
legislative enactments compel more sanitary methods, as the 
use of the air-brake on railroad trains. 

Anybody residing in a suitable locality and having a satis- 
factory occupation may become an applicant for life insurance. 
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The agent then brings him to the medical examiner, who 
makes out a full report, and this is sent to the home office. 
You see, therefore, that at the home office we act on reports 
and applications, not on the applicants in person. The medical 
examiner is our eyes and ears. He tells us the results of 
his physical examination, which includes a thorough examina- 
tion of the lungs, heart, vessels, liver and urine. He also 
sets forth fully and accurately the answers which the applicant 
makes in regard to his personal and family history. These 
duties require a thorough knowledge of medicine on the part 
of the medical examiner, and much skill and tact. In order 
to prevent any collusion between him and the applicant or 
agent, he is appointed by the home office after careful inves- 
tigation of his qualifications, and is paid the same fee for 
each examination that he makes, whether the case is accepted 
or rejected. 

Let us now consider his report in detail, taking up first: 

The physical examination. We do not expect paragons 
of physical perfection, but are very willing to take men and 
women of the ordinary everyday variety who are physically 
sound. More than 90 per cent, of all applicants belong to this 
class and are acceptable so far as regards their physical 
examination. 

In some cases conditions are found which cause us to reject 
the applicant outright. Among these are organic disease of 
the heart, or of the vessels, or of the kidneys, tuberculosis 
in any form, organic disease of the brain or spinal cord, and 
other less frequent conditions. 

In other cases the abnormal conditions found cause us to 
postpone action only. An applicant with an intermittent heart 
or irregular pulse, or with a little sugar or albumin in his 
urine, frequently recovers in a few months and then there is 
no objection to our accepting him. 
7 
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Besides revealing to us the evidences of disease, the physical 
examination also shows the physique, i. e., the relation of 
height and weight. 

The accompanying table of height and weight, varying 
according to age, is undoubtedly the most accurate that has 
ever been produced. It was prepared by the Association of 
Life Insurance Medical Directors, and is based upon the heights 
and weights of 74,211 males who were examined for life insur- 
ance. The weights were taken in ordinary clothing, and the 
heights with the shoes on. An allowance should be made 
for women of seven pounds for the first age period, six pounds 
for the second, five for the third, three for the fourth, one 
for the fifth. After forty-five, the weights for men and women 
are practically the same. 

Ages— 15-24 as-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 

5 ft. o 120 125 128 131 133 134 134 134 131 

1 122 126 129 131 134 136 136 136 134 

2 124 128 131 133 136 138 138 138 137 

3 127 131 134 136 139 141 141 141 140 

4 131 135 138 140 143 144 145 14s 144 

s 134 138 141 143 146 147 149 149 148 

6 138 142 145 147 ISO 151 153 153 153 

7 142 147 150 152 155 156 158 158 158 

8 146 151 154 157 160 161 163 163 163 

9 150 155 159 162 165 166 167 168 168 

ID 154 159 164 167 170 171 172 173 174 

II 159 164 169 173 175 ^77 177 178 180 

6 ft. o 165 170 175 179 180 183 182 183 18s 

1 170 177 181 185 186 189 188 189 189 

2 176 184 188 192 194 196 194 194 192 

3 181 190 195 200 203 204 201 198 

The companies have different limits above and below this 
Standard. Most companies set the minimum limit as 20 per 
cent, below the standard and consider that all cases outside 
of this should be regarded as impaired. The maximum limit 
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is sometimes set at 20 per cent, above the standard, but this 
is decidedly unjust to the younger ages in whom overweight 
is often merely an expression of hypemutrition. Young light 
weights are particularly undesirable, from the fact that many 
of them already have or soon develop consumption. Further- 
more, they are less resistant to the inroads of any acute disease 
than those of normal physique. On the other hand, old light 
weights are not bad risks and the jest that "they do not 
die, but dry up and blow away" has some truth in it 

Old overweights as a class are bad. The obesity is due in 
many cases to deficient oxidation. This may come from too 
much fuel, or too little draught, or defective flues. Or to 
speak more professionally and less figuratively, they eat and 
drink too much, or they take too little exercise, or their organs 
are diseased and therefore unable to dispose of the food that 
is taken. Whatever the cause, the result is the same. The 
tissues, vessels and organs undergo degeneration of a fatty 
nature, and these cases, although they seldom die of obesity, 
are killed by an acute disease which a normal physique would 
resist, or finally develop a chronic disease of some special 
organ which ends their days. Young overweights are by no 
means so undesirable. 

Let us now glance at the personal history of the applicant. 
This consists mainly of a record of the diseases which he 
has had and his habits, past and present. We are confronted 
here with the great difficulty of obtaining accurate information. 
A patient will tell his physician every S3rmptom that he has 
and frequently much more, but an applicant for insurance will 
only tell what he has to. He does not usually intend to con- 
ceal facts wilfully, but he thinks that it is the business of the 
examiner to dig out the information desired as best he can. 
A skillful examiner will usually get the truth for us, but 
doubtless some bad cases are accepted who should never 
receive any life insurance. 
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A condition of present good health is required, for even 
slight ailments may develop into serious troubles. Thus an 
ordinary cold may be the initial symptom of measles, which 
may be fatal in itself, or it may develop into a case of tuber- 
culosis. A simple diarrhoea may be the forerunner of typhoid 
fever. But if such trivial diseases have passed without becom- 
ing serious, they are of no importance in our estimate of the 
risk. Other diseases, serious in themselves, will have weight 
according to the remoteness of their occurrence and the sequels 
left behind. It is impossible to go over the whole list of 
diseases, and we will have to be contenf with a few illustra- 
tive cases. 

I. Appendicitis — ^Many cases of this have but one attack. 
They die or they recover completely without recurrence. We 
find that when recurrence does take place, it happens within 
two years after the first attack in a large majority of cases. 
The risk after two years is not appreciably greater than in 
the general population. Therefore we can say that a case of 
appendicitis must be postponed until two years after a single 
attack before we can accept it with safety. But if there has 
been more than one attack, the danger is greatly increased. 
It is not wise to accept a case of this kind until at least five 
years have elapsed since the last attack, for there is much 
risk of recurrence within this time. 

If, however, there has been an operation, and the appendix 
has been removed, these precautions are unnecessary and we 
can treat the case simply as one of surgical operation. If this 
was simple, uncomplicated and no drainage was used, there 
is no objection to accepting the case within a few months. 
If the operation was severe and drainage was used, then we 
should wait for a year to see if intestinal adhesions form, as 
these may cause trouble. 

If the appendix was not removed, then we must look upon 
it as a possible source of trouble and wait at least five years. 
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2. Hemoptysis — ^The spitting or coughing of blood, when 
acknowledged by an applicant for life insurance, is due in 
nearly all cases to pulmonary tuberculosis. In some cases 
this progresses no further, the disease is checked and the 
individual regards himself as cured. Unfortunately this is 
not, strictly speaking, a cure in most cases, but the diseased 
area is simply walled off from the sound parts and encapsu- 
lated in new fibrous connective tissue. Even if we cannot 
detect this area by physical examination, we can usually 
demonstrate the presence of tubercle-bacilli or their spores in 
this diseased tissue after death, and hence we must regard the 
process as latent merely, not cured Any condition which 
causes marked impairment of the general health is apt to 
weaken the resistance of the sound tissues, and then we find a 
fresh development of the disease, which frequently terminates 
fatally. This risk is marked at first, but as the years pass it 
becomes less. At one time we thought that seven years was 
a sufficient interval, but we found that many cases redeveloped 
the disease during the seventh, eighth and ninth years. So 
now we have settled upon a ten-year limit in these cases, 
and even then they must be thoroughly good in all other 
respects. 

3. Typhoid fever— This is an acute disease, one attack of 
which usually confers immunity, so that there is practically 
no risk of recurrence. But it is a severe disease from which 
the recovery is rather slow. If the attack was short, we wait 
six or eight months. If it was prolonged or complicated, we 
wait a year or more. Not infrequently the complications 
remain as sequels, and these we must consider as individual 
diseases, treating each according to its nature and severity. 

By this term we refer to the use of alcoholics and drugs. 
This is one of the most important items in the selection of 
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risks, and there is no one feature which has a greater bearing 
upon mortality. Certainly there is none about which there 
is greater suppression and distortion of the truth. The 
classification of men with reference to their use of alcoholic 
beverages can be extended almost to infinity. We are hardly 
able even to separate the sheep from the goats, for we cannot 
determine what is the physiological amount of alcohol which 
the human system can consume without physical injury. After 
all, the question is largely a personal one, and what one man 
might dispose of with comparative ease would be preposterous 
for another. Anstie fixes the physiological amount of alcohol 
at one and one-half to two ounces of absolute alcohol per 
diem. This represents approximately three or four ounces 
of whiskey or brandy; that is to say, three or four fair-sized 
drinks a day. Now, the average man in England may be able 
to consume this quantity without any harm, but the amount is 
rather large for a steady daily ration in America. While some 
take their quota of alcohol daily; another class of cases save 
up their drinks for three or four sprees a year, although they 
are entirely sober, perhaps even abstemious, in the intervals. 

This is not the place to discuss the question of prohibition. 
It might be well for a man to drink even at the risk of 
shortening his life if he thereby made the world richer in 
knowledge and enjoyment. There was no time when men 
drank harder than in the Elizabethan age, and when one con- 
siders the amount of work that was accomplished and the 
benefit that accrued to mankind in that period, the plea for 
the use of alcohol, even if it does shorten life, must have a 
certain weight But with those considerations life insur- 
ance companies have nothing to do. That the intemperate 
use of alcohol does have an influence upon mortality is well 
shown by this table: 
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Age. Genentl. Intemperate. 

20 44.2 15s 

30 36.5 13.8 

40 28.8 II.6 

50 21.2 10.8 

60 14.3 8.9 
(Contributions to Vital Statistics by F. G. P. Nieson, p. 217.) 

This table was constructed by Nieson in 1852 and shows the 
difference in expectation of life between the general population 
at that time and a number of individuals who were distinctly 
intemperate. You will see that at age twenty, the expecta- 
tion of the intemperate is one-third that of the general. As 
the age advances, this disparity grows less until at age sixty 
their expectation is nearly two-thirds. Those who survive 
the earlier years of intemperance seem to have a toughness of 
constitution, which counterbalances their excesses to some 
extent, though not wholly. These elderly topers arc some- 
times emulated by younger men, who are possessed with the 
idea that they can do likewise with impunity, but who fail 
to realize that the pathway of these exceptional cases is strewn 
with the tombstones of their comrades who started with them 
in the alcoholic contest. 

The influence of total abstinence upon longevity is much 
more debatable. Many total abstainers are so by necessity. 
They have a constitution which does not permit the use of 
the smallest amount of alcohol without feeling it, or else 
they have a neurotic tendency which impels them to drink to 
excess, if at all. The influence of this class is well shown 
in the investigation of the British Medical Society. Their 
committee found that the average age at death of total 
abstainers was only 51 years, nearly one year less than that 
of the distinctly intemperate. On the other hand, this table 
shows a different result. 
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Ages. Abstainer. Non-Abstainer. Om(5) 

IS-I9 641 436 .638 

20-^ 458 I.OOI .665 

25-29 544 .935 .709 

30-34 458 .886 .m 

35-39 An .909 .886 

40-44 581 1.042 1.056 

45-49 784 1402 1.320 

50-54 1064 L754 1731 

55-59 1.682 2425 2.375 

60-64 2.571 3.378 3.373 

65-€9 4.262 5.108 4.918 

70-74 6.260 7.250 7.290 

75-79 ".652 10.635 10.885 

80-^ 15.327 16.334 16.240 

85-^ 20497 21.910 24.001 

90-^ 25.455 32.653 34.788 

This is based upon the mortality of The United Kingdom 
Temperance and General Provident Institution from 1841 to 
1901. In this Association they have two sections, one general 
and one composed of total abstainers. The table covers a 
period of sixty years and their selection of risks has been 
good, as shown by the mortality of the general section. The 
total abstinence section, however, shows much better results 
as seen in the table. Each column shows the rate of mortality 
per cent, per annum, the first five years of assurance being 
excluded in order to eliminate the uncertain factors which 
occur in those years. The third column is taken from the 
British Offices Life Tables of 1893, and is the standard 
actuarial table of British experience. The two sections, 
abstainers and non-abstainers, are drawn from the same 
class of society, and the comparison, therefore, is between 
the persons who are under similar circumstances and condi- 
tions, except as regards the use of alcoholic beverages. Those 
in the abstinence section are required each year to sign an 
agreement to remain total abstainers for the succeeding year. 
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Those in the general section are carefully selected and all 
intemperate persons are excluded. 

It is sometimes asked whether the kind of alcoholic drink 
that is used makes any difference. It is a popular fallacy 
that beer is less harmful than wine or liquors, for this is not 
so. The idea among Germans, especially, that beer drinking 
is comparatively harmless, is not borne out by the statistics of 
their own life insurance companies, for their mortality con- 
siderably exceeds that of the American and English com- 
panies. In this connection we wish to quote from an article 
by Mr. Emory McClintock: 

'Tet the difference between those who drink beer and 
those who drink water is unmistakable, while the loss on beer 
drinkers has been almost the same as upon wine and spirit 
drinkers. Among wine and spirit drinkers a large part of 
the extra loss is upon actual drunkards, while the remainder 
must be ascribed to the injurious effects upon the constitution 
of supposedly moderate, though really immoderate indulgence. 
Among beer drinkers, pretty much the whole of the extra loss, 
it would seem, must be attributed to constitutional effects. It 
is the danger of falling into the habit of intoxication that 
makes spirit drinking the more formidable of the two; while 
undoubtedly the habit of drinking either beer or wine, or 
spirits, beyond a certain medical limit, not well defined, 
because it cannot be the same for all constitutions, and usually 
exceeded by those who drink at all, tends in many cases 
towards disease. Finally, it may be questioned very seriously, 
whether the physicians should not fix their limit of safety for 
any individual at a lower point for beer, measuring by alco- 
holic contents, than for spirits; that is to say, whether there 
is not an injurious element in beer apart from the alcohol 
which it CQntains. 

'There is no reason to distrust the general results of this 
investigation. It coincides with all previous reasonable belief 
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and expectation. It does not show that those who drink only 
occasionally and not to intoxication, or those who drink 
habitually but lightly, are in any way injured. It does not 
show that all of those who drink heavily must therefore neces- 
sarily die prematurely. It does show, however, that there is 
enough injury done to a sufficient number of individuals to 
make the death loss distinctly higher on the average. Again, 
it is admitted that death losses in excess among drinkers are 
not necessarily due always to drink. The coincidence between 
excessive drinking and lower vitality may be partly due to 
bad risks taking to drink, as well as to good risks becoming 
bad because of drink. On the whole, however, the teetotal 
habit, not only before, but after middle age, must be counted 
as a favorable indication in judging of proposals for insurance 
from persons not known to be careful and moderate in the 
use of beverages." 

Many of the remarks just made will apply equally well to 
the part of this topic which refers to drug addictions. These 
cases seem to be multipl3ring considerably in this country. 
If a person has really become the victim of a drug, a per- 
manent -cure is a rarity. We' therefore look with disfavor 
upon any case which acknowledges having used some narcotic 
drug, and you must bear in mind that nearly all drug habitues 
are confirmed liars, especially with regard to their private 
weakness. 

It is a curious fact, showing the desire of human nature 
for some paratriptic, that drug habitues have increased more 
rapidly in localities where prohibition of alcoholic drinks is 
enforced. Dr. A. P. Grinnell of Burlington, Vt, says: "In 
the State of Vermont they sell every month 3,300,000 doses 
of opium, besides what they dispense in patent medicines, and 
besides what the doctors dispense. This gives one and one- 
half doses of opium to every man and woman in the State of 
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Vermont above the age of 21 years, every day in the year. 
By dose, I mean i grain of opium, one-eighth grain of mor- 
phine, one-half ounce of paregoric, or 20 drops of laudanum." 
When we come to take the family history of an applicant, 
we arc confronted with a great difficulty at the outset, the 
lack of accurate knowledge on many points that are essential. 
For instance, very few can give the full names of their four 
grandparents. Ignorance on a point considered by most people 
so important as this indicates greater lack of knowledge about 
the duration of their lives and the cause of their deaths. We 
have to pierce through this haze of mis-information and imper- 
fect knowledge as best we can. Fortunately, as a rule, the 
applicant for life insurance gives the most favorable presenta- 
tion that he knows or does not know. He sometimes states 
that his parents died of "natural causes,'' or better still, of 
"nothing serious." Of course, he means to imply that the 
cause of death was not one of those diseases which are usually 
regarded as hereditary. It follows naturally that the worst 
possible interpretation is put on all equivocal answers in the 
family history. This feeling of distrust is justified by certain 
facts. Thus Manley investigated certain cases in which there 
was a family history of consumption. To offset this family 
history, policies were issued only when such applicants were 
physically above the standard. In spite of this superior phy- 
sique the mortality proved to be above the average. Where 
only the mother was consumptive, the actual mortality was 
25 per cent, in excess. But now note this : Where the father 
did not die of consumption and the mother's death was 
ascribed to child-birth, the actual mortality was 28 per cent, 
in excess of the expected. In other words, the death of the 
mother from child-birth had as unfavorable an influence upon 
the longevity of her offspring as her death from consumption. 
The most plausible and the most probable explanation of 
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this is that these applicants made a mistake when they stated 
the cause of their mother's death (which really was com- 
plicated with consumption). The idea of consumption is so 
dreaded, by the laity especially, that a case of it in the family 
record is forgotten as soon as possible, or some fable about 
it is gradually invented, amplified and polished, until finally 
it passes as the truth. 

On the other hand, the present tendency is to give less 
credit to hereditary influences in the development of certain 
diseases. Tuberculosis is now recognized to be a germ disease, 
and distinctly contagious. If the dose of the tuberculous 
poison is sufficiently large, any man will die from it, no 
matter how great his strength and vitality. If the husband 
develops consumption, and the wife in her tender loving care 
becomes infected by him and both die of it, surely it is not 
right to credit the children of these with a double inheritance 
of this disease. The inability to resist such a destructive 
process is the only part that is inherited, and this can largely 
be determined by itself from the physical examination and the 
previous personal history of the individual. Necessarily much 
precaution must be taken in selecting such cases, and only 
those which are distinctly above the average in both these 
respects should be admitted to life insurance on terms of 
equality with others. The possibility of any present family 
contagion should be carefully guarded against. For this rea- 
son a person living with a tuberculous relative is in much 
greater danger than one who has lost several relations eight or 
ten years previously. 

A strong, although unsuccessful effort is making to prove 
that cancer is also caused by a parasite. At any rate, the 
trend of professional opinion questions the hereditary trans- 
mission which was once ascribed to it. Here the ignorance 
of the laity works to their detriment, for any fatal tumor is 
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apt to be called by them a cancer. In connection with the 
subject of cancer, Dr. E. J. Marsh says : 

"There has been considerable discussion in the medical 
journals and societies regarding the progressive increase of 
• cancer during the past fifty years. Nearly all mortality statis- 
tics agree in showing a steady increase in the number of 
deaths recorded from this disease, but there is diversity of 
opinion in the interpretation of these records. Whether they 
represent a corresponding increase of the disease, or only a 
greater accuracy of diagnosis and carefulness of record, it is 
certainly true that a part of the increase in numbers is due 
to progress in the recording of vital statistics, and it is 
probable that another part is due to advance in medical 
knowledge and more accurate diagnosis of internal disease. 
With due allowance for these sources of error, there is a 
residue which the majority of medical writers believe to 
represent an actual increase in the frequency of cancer." 

Tuberculosis and cancer are the two most important indi- 
vidual diseases which influence heredity on account of their 
frequency. Besides them a number of other diseases have to 
be taken into account, such as diabetes, epilepsy, insanity. 
Apoplexy, paralysis and chronic Bright's disease also seem 
at times to run in families, probably from the fact that they 
are all manifestations of disease of the arterial system, which 
seem to be capable of hereditary transmission. Besides these 
conditions, a short-lived family history, where the parents and 
grandparents only reach 60 years or less, has a marked influ- 
ence upon the longevity of the descendants. On the other 
hand, a long-lived family hisfory, where at least three of the 
parents or grandparents have passed 70, is a factor distinctly 
in favor of long life among the progeny. 

These are very common in life insurance, and it is neces- 
sary for every examiner to be thoroughly posted concerning 
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them and to be constantly on guard. Some of them are 
originated by the agent and the applicant acting together. 
In a few cases the agent alone is responsible, and in certain 
lines of fraudulent practices the applicant is largely account- 
able. The medical examiner, as a rule, very rarely participates 
in these practices. No doubt he is often tempted, and it 
is greatly to his honor that he falls so seldom. 

This subject can be divided into the lesser and the greater 
frauds. The lesser frauds are, on the whole, the more import- 
ant because they are more common. They may be grouped 
under several. heads. Two of the more common are: 

First. Understating age. This is one of the most common 
and i^ undoubtedly practiced by many applicants. If the 
discrepancy between the real and the stated age is only a 
few years, it cannot be detected during an examination, but 
when the discrepancy amounts to five years or more, an 
examiner usually notices it. 

Second. Suppressing and Distorting Facts in the Records. 
This again is fairly common. An applicant is examined by 
one physician and makes certain statements concerning his 
previous history and his family record which are sufficient 
to cause his rejection; he finds out through the agent or the 
examiner what this action was due to, and when he is next 
examined he either suppresses the facts entirely, or materially 
modifies them. In other cases the applicant is coached by the 
agent, who has sufficient knowledge of the conditions which 
are detrimental to life insurance. Furthermore, some appli- 
cants, without any coaching, have a lively idea of their best 
interests and suppress or distort material facts. 

The greater frauds practiced in life insurance are not so 
numerous. As a rule, each one of these frauds requires 
several people to commit it successfully. When several people 
are involved in a crime, it is very apt to leak out sooner or 
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later. Doubtless a large percentage of these criminals . have 
been apprehended and convicted. Among these greater frauds 
we find: 

First. The substitution of one person for another. This 
has undoubtedly been done a good many times, but it is not 
an easy matter to accomplish successfully. In order to fore- 
stall this, there is a question in most blanks which calls for 
the description of some mark of identification. Everybody has 
some superficial anomaly which can be used for this purpose 
and the question should never be overlooked. Some com- 
panies require a certain amount of personal description, such 
as color of hair and eyes. This fraud in order to be of any 
value to the participants must come to a crisis within a few 
months or a year or two at least For that reason a proper 
mark of identification is of great value in detecting it. 

Second. Substitution of urine. This is merely the modi- 
fication of the variety we have just been discussing. It is 
easier to accomplish, but a careful examiner will never permit 
himself to be fooled by it. 

Third. Actual bribery of medical examiners and collusion 
with them is very rare. Still there are several medical men 
who have spent their time within the penitentiary on account 
of this. 

Fourth. The murder of a person already insured, whose 
policy is made out in favor of the murderer, has been done 
a number of times. Some of these cases are very interesting 
as specimens of crime. 

Fifth. Suicide is a means which is not infrequently used to 
defraud life insurance. In order to prevent it, nearly every 
insurance company has a clause which provides that suicide 
within a certain time after the issuance of the policy shall 
not make the policy a claim against the company. At first 
this was the simple provision against suicide, but our juries 
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and judges became so lenient that they regarded all suicides 
as mentally unsound, and nowadays the clause is worded so 
as to provide against suicide whether sane or insane. In some 
parts of the country they have found a means of getting 
around even this by calling the suicide an accident 

Sixth. Mysterious disappearance is the termination which 
some men select instead of suicide. As a rule, a mysterious 
disappearance is so arranged as to give the probability of 
suicide. For that reason, many of them occur on the water 
where the idea of drowning will naturally arise. The scheme 
has been worked successfully without doubt, but in a good 
many instances the perpetrators have been caught. 
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Office Organization in Life 

Insurance 

duties of the various officers 

BY JOHN B. LUNGER 

Mr. Lunger prefaced his lecture by the following remarks 
explanatory of the course: 

Nearly four hundred millions of dollars are paid yearly to 
the legal reserve life insurance companies of this country in 
premiums, and the insurance in force in such companies now 
amounts to over nine billions of dollars. Notwithstanding the 
immensity of the transactions indicated by these figures, only the 
most general knowledge exists, outside of insurance circles, of 
the magnitude of the companies' operations, of the manner 
in which they are managed, and of the merits and advantages 
of the many forms of policies issued. As a rule the policies 
are accepted and the premiums paid on the representations of 
the agent, and the faith of the policy-holder in the integrity 
and stability of the company issuing the policy. That so 
little misrepresentation is found speaks volumes for the 
honesty of the thousands of agents working in the field of 
insurance. 

There should be as intelligent an understanding of insurance 
and of insurance companies as exists, let us say, concerning 
those other great depositories of the surplus earnings of our 
people — ^the savings banks, and the various forms of accepted 
investments into which men place their capital. No intelligent or 
systematic effort to supply this knowledge has heretofore been 
8 
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made, and the course in general insurance at tlMS University 
has been instituted primarily to supply this want. It is hoped 
that the lectures delivered in the present course will form the 
foundation for a school of insurance in this University, and 
inspire similar instruction in all of our leading universities. 

The secondary object of the course is to point out to young 
men seeking a vocation the opportunities that exist in insur- 
ance, for it necessarily follows that corporations carrying on 
such tremendous operations as insurance companies are con- 
stantly on the lookout for keen and intelligent young men to 
take up and pursue the various branches of the business. 

In the present talk I shall point out briefly the manner in 
which a large life insurance company, following modem 
methods, is conducted in its home office, and endeavor to 
show the kinds of intelligence that are demanded and the 
opportunities that exist for earning a livelihood and for 
securing advancement 

If the organization of such a life insurance company were 
expressed in the form of a schedule, it would appear as fol- 
lows: 



Deliberative Bodies.. 



^ Board of Directors. 

immitt 
Board 



c-«ir^°^*«l&ct" 



( General Conduct. 



Officials charged with Exec i ^J*f t^,^^dents. 

ubve Funcuons | Treasurer. 

Officials charged with Ad- i cfcXi^"'''" 

ministratlve Functions. . . . | g^p, of Agents. 

^^^'^F '?.?**^ "^^ ^'*^''* \ MeS Director, 

cry Funcuons (Counsel. 
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Office Departmsnts: V^gency. 
financial. 
yActuarial. 
^ Medical. 

Legal. 
^Book-keeping. 

Auditing. 
Claims. 

Real Estate Loans. 
^^ Policy-writing. 
^Policy Loans. 
'Inspection. 

Policy-holders* Bureau. 

Editorial and Advertising. 

Supply. 

Mail. 

Filing. 



Committees of Officials and 
Chiefs of Departments. . . . 



Agency Methods and Conduct. 

Review. 

Clerical Efficiency. 

Claims. 

Office Methods and System. 



A brief description of the responsibilities resting upon the 
board of directors and upon the officials and committees men- 
tioned will give an idea of the talent required to properly con- 
duct a large life insurance company, and a study of the whole 
will make clear that a young man who enters life insurance 
will find before him a hall so broad and long that if he pos- 
sesses any peculiar talent and is hard-working and faithful, he 
will be apt to find a niche into which he will fit, and if he 
is preeminently successful, he may hope to pass beyond into 
the smaller Hall of Fame. 

In a life insurance company conducted on the mutual plan, 
the directors are selected from the policy-holders of the com- 
pany. In a stock company the directors are selected from the 
stockholders. In one ox two companies transacting a ''mixed" 
business, the board is composed partly of' policy-holders and 
partly of stockholders. The transactions of a life insurance 
company are so large and varied that it is wise to have its 
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affairs judged from several points of view, and in selecting the 
directors an effort is made to secure men of broad experience 
and representative of various professions and callings. The 
board of directors usually meets once a month, to listen to 
reports of the various committees and the leading officials of 
the company. It is essentially a deliberative body, to which 
the company's affairs and transactions are submitted only in 
a broad way. In order that the board may get more closely 
in touch with the working details of the business, it is cus- 
tomary to appoint various committees from the board. The 
chief standing committees are the executive committee, 
the finance committee, and the committee on general conduct 
A special annual meeting of the board is held immediately 
after each annual election, at which the executive officers of 
the company for the ensuing year are elected and the stand- 
ing committees appointed. 

The executive committee is composed of the president anfl 
several members of the board. Its purpose is to consider 
and pass upon the general business policy of the company, and 
to act upon matters of more than ordinary importance per- 
taining to the company's welfare. 

The finance committee is composed of the president and 
treasurer of the company and several members of the board. 
All of the investments selected by the treasurer for the con- 
sideration of the committee are discussed and their merits 
determined. So careful is this committee in the selection of 
securities that it is a common rule that no investment shall be 
made unless it meets with unanimous approval. 

The committee on general conduct is usually composed 
of the officers in charge of the chief administrative depart- 
ments of the company and several members of the board 
engaged in active business pursuits. The committee regu- 
lates the expenses of the company, considers the reports of 
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the chiefs of administrative and advisory departments and 
of the office committees. It is expected to keep in touch 
with and pass judgment upon all matters of practical admin- 
istration that cannot be brought before the executive com- 
mittee of the board. In brief, it is the committee that 
observes the workings of the machinery and takes care that 
each part is in condition to work smoothly. 

The presid ent of the company is charged with the respon- 
sibility of selecting the junior officials and heads of depart- 
ments and of supervising in a broad way the business con- 
duct of the company. To properly fulfill these duties the 
president must of necessity be a man of experience in life 
insurance. He should supplement this experience by a con- 
stant study of the changing conditions of the business in 
order to determine the best business policy for his company to 
pursue. He should be able to estimate the ability and quali- 
fications of men to do certain lines of work; be familiar 
with financial affairs/ and a judge of investments. 

The vice pre sident assists the president in the performance 
of his duties, acts in his stead in his absence, and generally 
has charge of one of the leading departments of the com- 
pany. The second vice president, if there be one, is also in 
charge of one of the company's departments. He is kept in 
touch with the operations of the company in order that he 
may be prepared to assume the chief responsibilities in case 
of the absence of the president or vice president, or in 
case he should be promoted in the course of time to one 
of those positions. 

The tifidsurer of the company must be possessed of a 
sound knowledge of finance; be thoroughly posted regarding 
financial operations, the various classes of investments, and 
have acquired by experience the ability to determine the 
merits of the investments offered to the company. The invest- 
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ments which pass his scrutiny are presented to the Qnance 
committee for the consideration and action of that body. In 
addition to these duties the treasurer is one of the custodians 
of the company's bonds, stocks and other investments, and is 
charged with the responsibility of collecting dividends and 
interest thereon. 

The comptro ller has the oversight of the company's book- 
keeping and is responsible for the collection of premiums and 
interest from policy-holders and the proper accounting therefor y 
and registration at the home office of the company. 

The sfrrctary prepares the reports for presentation to the 
board of directors and the committees of the board; has 
charge of the minutes of the proceedings of such bodies, acts 
as care-taker of the con:q)any's records and frequently is 
responsible for the company's office organization and the 
discipline of its employees. 

In a company such as I am describing the agency dep ajt- p 

ment is under the direct control of one of the vice presidents. ^ 

In this department the position of superintendent of agents 
is the second in importance. He is charged with the selection 
and supervision of agents, conducts or supervises the corre- 
spondence with agents and carries into effect the instructions 
of the head of his department and of the committee on agency 
methods and conduct. 

The actuary prepares the tables of rates, tables of policy 6'' 
loans and surrender values, computes the reserve on the poli- 
cies, keeps records of the companjr's mortality and formulates 
statistics for the guidance of the company in its selection of 
risks. 

The medical director selects the companjr's medical exam- ,. ' 
iners and passes upon the insurability of the risks submitted. 
Part of his duties is to visit local examiners, pass judgment 
upon their qualifications, instruct them as to the manner of 
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making examinations, and explain the quality of the risks 
desired. An assistant, however, is usually employed for this 
purpose. 

The co unsel looks after all of the companjr's lej^ljsatters, 
passes upon the sufficiency of policy, agency and other forms 
p of contracts, and inspects titles to property upon which mort- 
gages are placed or which are acquired by purchase. 

It is to be regretted that the time at our disposal this after- 
noon does not permit of more than a passing reference to the 
work carried on in each department, as an analytical explana- 
tion would be entertaining and instructive. The brief explana- 
tion given of the duties of the officials explains in a measure 
the functions of the leading departments. 

In the book-keepin g department all of the companjr's finan- 
cial operations are summarized and classified. In the ^udit- 
i ffg H<*pftrtTni* nt the companjr's receipts and disbursements 
are checked and passed upon by competent accountants. 
In the department of claims all proofs of death are ex- 
amined and passed upon, also all papers relating to maturing 
endowment policies and other contract obligations. In the 
department of r eal estate loans , all applications for mort- 
gages are considered, the value of the property appraised, 
and if the loan is made, records are kept of all payments of 
principal and interest. The fioli^writing department takes 
the applications which have been approved by the medical 
department and prepares and registers the policies applied 
for. The departm ent - of ,_oolicy loans looks after the 
requests of policy-holders for cash advances on the security 
of their policies. The inspection department supplements 
the work of the medical department by making inquiry con- 
cerning the habits and financial standing of applicants. The 
policY .-holders'Jbureau looks after all communications and 
queries from policy-holders, formulates ways and means of 
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keeping the policy-holders posted as to the condition and 
transactions of the company, and looks after delinquent policy- 
holders. The editorial departmen t is charged with the pre- 
paration of the company's periodicals, circulars and all 
printed matter for the use of agents in field work. The com- 
pany's advertising, whether general or special, is also looked 
after in this department The supply dep artment takes care 
of the printed matter of the company and distributes it in 
the home office and to the agencies in the field. The person 
in charge of the department is held responsible for keeping a 
reasonable quantity of each form in stock, and with the proper 
distribution thereof. He is expected to notify the editor 
or some one else in authority when it is found the supply of 
any one form is running low. On account of the diversified 
forms used in insurance and the great demand for circulars 
in an active company, the supply department is frequently 
supplemented by a printing plant in which all of the com- 
pany's forms, circulars and literature are printed under the 
direct supervision of the company. The fil ing- df i^rtm ent 
stores in a systematic manner applications for contracts, can* 
celled contracts, letters, and the replies thereto, books and 
cards no longer in use, and all of the many receipt forms and 
papers which it is necessary to preserve. 

The rQ;^l_^i£^3Xtm^nt opens all incoming mail and dis- 
tributes it amongst the offices of the company and the vari- 
ous departments. It also collects, makes up and addresses 
all outgoing mail. The work of this department is facili- 
tated by the use of envelopes containing the names of the 
departments or of the agencies. Envelopes of various colors 
are sometimes used so that the mail can be assorted by color 
alone without the necessity of referring to the address. 

The agency department and the organization which it repre- 
sents play such an important part in the affairs of the company 
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that I have taken it as the subject of a separate talk, which 
will be given a week hence. 

Organization in an office means the arrangement of men 
and affairs so that all routine business matters will work 
smoothly, actively, and with machine-like precision. Perfect 
organization demands harmony of thought, singleness of pur- 
pose, and a clear understanding of the objects to be accom- 
plished. Each official must cooperate with his associates, each 
department must fit into the other departments and syste- 
matically perform its functions. This cooperation and har- 
mony is brought about and encouraged by consultations 
between officials and by conference between officials and 
department heads in committees. All matters pertaining to 
the companjr's practical conduct are referred to the proper 
committee, where they are discussed in the frankest maimer. 
The views at the outset may be divergent, but in the end a 
common conclusion is reached. Having attained this, each 
member of the committee is guided by the decision and works 
in harmony with his associates. In a company conducted in 
this manner with a due regard to economy, there can be but 
one result — sl high degree of success. 

The committee on field methods and conduct is made up 
of the chief of the agency department and his leading assist- 
ants. Before this committee is brought the forms and terms 
of agency contracts and questions as to the amount of busi- 
ness to be written in various sections of the country. The 
efficiency of the management of state and local agencies is 
discussed and passed upon and ways and means devised for 
increase in organization and for the better instruction of 
agents. 

The comnjittfie..QlxeYiew^ is made up of representatives of 
the medical, actuarial, and agency departments. Its func- 
tion is to consider and pass upon the applications concerning 
the acceptance of which there is a reasonable doubt. 
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The committee -of clerical efficiency is a small committee 
made up amongst the heads of departments. Its duty is to 
examine applicants for positions, pass upon their qualifica- 
tions and report the outcome to one of the leading officials. 
It is expected to keep track of progress made by new 
appointees until it is known whether or not they are capable 
of filling the positions for which they were selected. 

The committee on claims. is sometimes made up of mem- 
bers of the board of directors, but as the matters referred 
to such committee are largely of a technical nature, it is found 
in practice that a committee made up from the officers and 
heads of departments of the company is more satisfactory. 
The chief function of this committee is to pass judgment upon 
all claims upon the company, especially those concerning the 
legality or sufficiency of which there is reasonable doubt 

It is the d^ty ofjhe committee on office system and methods 
to study and adapt to the companjr's purposes all improved 
and simplified office methods, to examine and pass upon new 
forms, cards and registers, and to regulate the work of each 
department so that it will fit smoothly into the work of every 
other department. 

To establish the value and importance of this committee, 
I will depart for a moment from my immediate subject to 
comment briefly on a comparatively recent departure in busi- 
ness methods. The present age is essentially commercial in 
its spirit, and while we may deprecate the predominating influ- 
ences of stock- jobbery and the craze to get rich fast, we have 
the unmistakable and gratifying evidence that there has been 
a remarkable expansion in all the activities that stand for 
healthy growth and permanent benefits. The tense rivalry 
and competition brought about by these new conditions have 
reduced the profit in many lines of business to a narrow 
margin. In consequence, business men have been put under 
a severe pressure to reduce expenses. 
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Now, there are two ways of reducing the ratio of expenses 
to income. One is to arbitrarily cut down expenses, the 
other is to secure greater returns. The first course if enforced 
rapidly is apt to disarrange organization, reduce the output 
and invite other dangers. In a period of activity and expan- 
sion this method of reducing relative expenses is only accept- 
able in an emergency, and so the conditions of the time 
have led to the wide adoption of the second method. To 
solve the problems presented, the resourcefulness and inven- 
tive faculties which have been so splendidly expressed in 
our labor-saving machinery have been brought into play, and 
many bright minds are actively engaged in seeking further 
improvements in machinery and in devising ways and means 
of simplifying factory and ofl&ce methods, and all with the 
thought of getting greater returns for each dollar spent than 
heretofore. 

Within the last decade card bureaus and office supply com- 
panies have been established by the score, and a small army of 
skilled accountants, experts in office methods, has come into 
the field. At the present time nearly every important con- 
cern is studying how to introduce economies and to add to the 
effectiveness of existing methods through the advice of experts 
and by the use of "follow up" systems, cost systems, time 
cards, card records, loose leaf ledgers, tabulating machines, 
and other labor-saving devices. 

In an up-to-date life insurance office cards and loose leaf 
ledgers have largely replaced botmd books. The cards and 
sheets are self-indexing and can be arranged in convenient 
ways to facilitate access or handling. As soon as a contract 
is cancelled or an account closed, the record is filed away, 
leaving only the live records and accounts in use. Mathe- 
matical calculations are made and statistics tabulated by 
machinery. Letters are written on typewriters and copied by 
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means of carbon sheets, and the vexatious and disagreeable wet 
process of copying letters is thus avoided. Cabinets, files, and 
even desks are purchased on the unit system and can be 
increased, diminished, or moved at will. Records are kept 
of the work performed by clerks and rewards offered for 
greater efficiency. Forms are carefully studied and scruti- 
nized to avoid a duplication of work, and efforts made to 
pass the work from one department to another with despatch 
and smoothness. If the company does its own printing, cost 
and follow up systems are used and the work of each employee 
carefully checked. 

I can make the statement based on experience that a com- 
pany adopting modem office methods for the conduct of its 
affairs can increase its business at least one-third without 
increasing its expenses, and by adopting methods for the 
prompt remittance to the home office of interest and premiums 
can materially increase its interest account 

From the foregoing you will appreciate what a wide range 
of professional and business ability is required to conduct the 
affairs of a life insurance company, and this range empha- 
sizes what I have previously said concerning the opportuni- 
ties before young men in life insurance. Nepotism and favor- 
itism are not altogether lacking, but I believe these evils 
exist to a less degree than in other lines of business, the pro- 
tection against them being the technical nature of life insur- 
ance, which imperatively demands that positions of importance 
shall be filled by experienced and trained men. I am glad to 
say that in making promotions preference is given to men 
who have entered the company while young and who have 
acquired by experience an intimate knowledge of its affairs. 
A young man of ability by hard work and application may 
hope to reach a high position. If his ability, however, is below 
the average, he must be content to remain in a subordinate 
position, as the activities and the responsibilities of an active 
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office are too great to admit of the advancement to the higher 
positions of men who do not possess the elements of success. 
Duties even of a minor character well performed will lead to 
tenure of service and to protection in old age. While no life 
insurance company has as yet established a system of pen- 
sions for old age, every company looks after its old employees, 
and I glad to say that I have never known of an instance 
where an old and faithful clerk has been turned out in the 
cold. 

In closing I must touch upon one characteristic of the men 
engaged in life insurance that may have much bearing upon 
your selection of some branch of the business as a vocation. 
While life insurance is a business, it is unlike any other busi- 
ness, unless it be the savings bank, in that it is not conducted 
for profit. There is not a life insurance company in this 
country that dOes not distribute profits amongst policy- 
holders. Even in the case of those companies that give 
their policy-holders the additional protection of capital 
stock, the dividends on such stock are either paid out of other 
branches of the business or limited by the charter of the 
company or the responsibilities of the business to a reasonable 
rate per cent. The companies are great trusts, — using a 
much abused word in its highest sense, — for the protec- 
tion of widows, orphans and the superannuated. A busi- 
ness of this kind carries with it moral obligations that are 
sacred. In men of honor and intelligence these attributes 
are developed and broadened by a deep sense of the respon- 
sibilities and the nature of the business. Whether it is due 
to these influences or whether the men who enter life insur- 
ance are above the average, the evidence is clear that there is 
no business or calling in which is fot^d a larger proportion 
of men of honor, integrity, high ideals and clean lives than 
can be found in the home offices of our life insurance com- 
panies. 
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Organization of Agencies 
details of the branch office 

SYSTEM 

BY JOHN B. LUNGER 

The tendency even of unselfish men to procrastinate the 
duty of providing for the future of others, in order to secure 
immediate and personal advantages, finds free expression in 
life insurance. Despite almost universal acknowledgment of 
the advantages of insurance, both as a protection to the family 
and as an investment to the insured, men rarely seek insurance 
voluntarily, and when approached on the subject endeavor by 
many pretexts to avoid making application therefor until 
"some more convenient day." Life insurance is, therefore, 
essentially a business in which patrons must be energetically 
sought out and personally solicited. 

To perpetuate the usefulness of a life insurance company 
new insurances are absolutely essential. If the new insur- 
ances issued do not equal the amount of the policies cancelled 
by death and other causes, the company will fall into a con- 
dition of gradual liquidation. If the company seeks to extend 
its benefits, — ^and this laudable ambition is held by the officials 
of nearly every company, — ^the new insurances must exceed the 
cancellations. 

By far the greater part of the sums expended by the life 
insurance companies are paid to secure new insurances, and 
the chief problem in every company to-day is to obtain these 
new insurances at a minimum cost The best solution of the 
problem is found in improved organization. If a company 
shows a low expense rate, it does not follow that such com- 
pany is economically managed. Its expenses may be due 
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almost entirely to the collection of premiums and the care 
of investments, while a company showing a higher expense 
rate may be securing for the excess more than sufficient 
new business to repay such outlay with interest, through 
lower mortality, and other gains, besides producing growth 
and adding strength and vitality to the company. Unlimited 
expansion in new business, however, even if acquired at the 
proper rate of expense, is not without its drawbacks. There 
is a golden mean in the amount of new business that a life 
insurance company should seek, and this golden mean, if 
determined, would doubtless produce the best results for the 
company and the policy-holders. 

Two plans of organization are followed by the life insurance 
companies in establishing and controlling the operations of 
their agencies. The oldest and the one generally followed 
aims to secure new insurances and conduct all field affairs 
through what are known as general agencies. The latest aims 
to accomplish these ends through branch offices. 

Under the first mentioned plan a general agent is appointed 
to represent the company in a specified territory, which may 
vary in size from a city to a group of states. A contract is 
entered into between the general agent and the company, under 
which the company agrees to pay a commission on cash pre- 
miums in the first year of insurance, with a further and lower 
commission on premiums in the second and subsequent years of 
insurance. The general agent on his part agrees to devote 
his time to the interests of the company, to solicit applications 
for insurance, collect the premiums on policies, engage and 
supervise local agents, and compensate such agents for their 
services, pay the rent of his offices, salaries of clerks, and all 
other expenses in connection with the transactions of his 
agency, except the fees of the medical examiners. 

If individuals voluntarily applied for life insurance, the 
premiums on the policies issued could be collected directly 
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from the policy-holders or through local banks at a low rate 
of expense. It follows, therefore, that agencies are established 
chiefly for the purpose of procuring new insurances, and as 
the most difficult part of an agent's work is to interest an 
individual in the company which he represents, convince him 
of the merits of its policies, and overcome the procrastination 
to which I have referred, it further follows that the commis- 
sions paid are higher in the first year of insurance than in the 
subsequent years. 

To illustrate the method of paying commissions, we will 
assume that the commissions paid by the company to the 
general agent in the first year of insurance are 40 per cent, 
of the cash premiums, and 6 per cent, on renewal premiums, 
i.e. premiums in the second and subsequent years of insurance. 
In the payment of commissions to sub-agents no uniform method 
exists, each general agent exercising his own judgment in this 
respect. In one case a general agent might pay a soliciting 
agent on new premiums his entire first year's commissions of 
40 per cent and on renewal premiums a commission of 5 per 
cent, and the general agent who paid such commissions to 
his agents would look for his returns to the margin of i per 
cent, on renewal premiums and to the benefits that would 
accrue to him from the insurances procured by the agents, 
who as the years passed by would withdraw from the agency, 
through resignation or otherwise. Other arrangements might 
be made with agents on the basis of 30 per cent, commission 
on the premiums in the first year of insurance and 5 per cent. 
on renewals, leaving the general agent a margin of 10 per 
cent, on the premiums in the first year of insurance and i per 
cent, on renewals, while still another form of payment might 
call for a commission to the agent of 40 per cent, of the 
premiums in the first year of insurance, and no compensation 
whatever on premiums in the subsequent years, and the 40 
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per cent, might even be reduced in certain cases to 30 per 
cent, or to 25 per cent, of the first year's premium. The gen- 
eral agency plan was adopted by all of the life insurance 
companies that were formed in this country prior to 1876, 
and as stated, the plan is followed by a majority of the 
companies. 

The branch office system followed by several of the fire 
insurance companies for many years, has only been intro- 
duced in life insurance within the past twenty-seven years. 
At the present time three large companies conduct all of 
their agencies through branch offices, and several other com- 
panies are rapidly changing to the system. As the branch 
office system is followed by the companies writing the largest 
volumes of new insurances and credited with the best field 
methods, I will take it as the standard for discussing the 
agency methods of the model, up-to-date life insurance com- 
pany which I am attempting to describe to you in my two 
talks on organization. 

Th ^ f p[<*» cy department of a life insurance company, as I 
explained in my first talk, is usually in charge of one of the 
vice presidents. His responsibilities are varied and can best 
be performed by one whose experience in the home office has 
been supplemented by a practical knowledge of agency work; 
He is charged with the sub-division of territory into agencies, 
the selection and appointment of managers, is expected to 
formulate plans for the broad supervision of the agencies, 
to devise ways and means of improving the organization and 
of increasing the usefulness and average period of service of 
managers and soliciting agents. Not the least of his responsi- 
bilities is to devise methods whereby good service and loyalty 
are recognized and rewarded. 

The vice president is assisted in his work by the superin- 
tendent of agents, whose duties bring him into close contact 
9 
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with the daily affairs of the branch offices. He is expected 
to advise managers as to the best ways of conducting their 
offices, assist them in the selection and appointment of agents, 
keep track of the work accomplished by the manager and by 
his agents, and to assist the vice president in devising wasrs 
and means of increasing the efficiency of the organization. In 
order to determine the Work that is being accomplished in 
various sections of the fieldi the superintendent of agents has 
recourse to a statistical department in which records of the 
amount of business written, issued and paid for in each agency 
are kept, and also records of the work of the individual agents. 
These records form the basis of complimentary or critical 
letters, and enable the company to issue from time to time 
lists showing the relative standing of agencies and of soliciting 
agents. 

There are generally several assistant superintendents or 
inspectors of agents, whose jurisdiction extends over districts 
composed of groups of states, one assistant, for example, 
being appointed to supervise agents in the New England 
states, another to supervise agents in the middle states, and 
so on until the entire country is covered. The assistant is a 
member of the official staff of the company and is virtually 
the representative of the home office in his district. He makes 
his headquarters at the branch office of the company in some 
large city from which he can conveniently visit all sections of 
the district under his supervision. He is expected to keep 
closely in touch with all agents in his district, to assist man- 
agers in procuring and instructing new men, and to be ready 
at all times to render assistance to managers and agents. The 
assistant superintendent must have a thorough knowledge of 
agency work and know by experience how to help an agent 
over trials and discouragements, as well as to encourage and 
praise him in time of success. 
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A model branch office usually consists of three rooms; a 
private office for the manager, a room for the cashier and 
his clerks, and a larger room for soliciting agents./ A sharp 
line is drawn between the duties of the manager and of the 
cashier. The manager is expected to give his entire time and 
attention to agency matters and to avoid detail as much as 
possible. The cashier, who is appointed by the comptroller of 
the company and directly under his supervision, is expected 
to look after all the clerical matters of the office and attend 
to the wants of policy-holders. 

In the room occupied by the agents the desks are arranged 
as in a class room. A cabinet containing forms is found in a 
convenient place and a bulletin board on which notices are 
posted is another feature of the room. A small room is some- 
times provided for consultations between agents and visitors, 
but as the work of the agents is almost entirely carried on 
outside the office, an effort is made to avoid luxurious sur- 
roundings and other temptations to spend unnecessary time 
in the office. 

The manager of the branch office is usually selected from 
amongst the successful agents. He is expected to secure 
and instruct new agents in the art of canvassing for applica- 
tions and collecting the premiums on policies when issued, 
and herein lies the chief value of actual experience in soliciting. 
He should supplement the gifts of the solicitor and instructor 
by the ability to encourage and aid old agents, and he should 
possess the genius of imparting enthusiasm and inspiration to 
work to those who are associated with him. 

The branch office cashier is charged with the collection of 
premiums and the interest on policy loans and with the keep- 
ing of all office records. He is expected to look after all cor- 
respondence in connection with applications and policies, 
notify delinquent policy-holders of their obligations, attend to 



Digitized by 



Google 



132 YALE INSURANCE LECTURES. 

filling in proofs of loss, applications for policy loans and pay- 
ment of maturing endowments and answer all communications 
from policy-holders, which are not of sufficient importance to 
be referred to the home office. He is also charged with the 
supervision, efficiency and conduct of the clerical staff. As 
in the case of the officials at the home office, the managers, 
cashiers and clerks at the branch office are paid by salary, 
although the manager sometimes receives extra payments 
(bonustts) for increasing the volume of business through his 
office and for adding to the number of productive agents. 

One of the leading economical features of the branch office 
system connected with the duties of the cashier is the prompt 
collection and transmission of premiums. Under the general 
agency plan it is customary to allow the general agent from 
thirty to sixty days in which to make collections. The amounts 
collected are reported semi-monthly or monthly, although some 
companies require weekly remittances on account. In conse- 
quence general agents are apt to extend long periods of grace 
and other courtesies to agents and to policyholders. This plan 
encourages agents and policyholders to be lax in their pay- 
ments and builds up large balances in the bank accounts of 
general agents, the interest on which is amongst the per- 
quisites of the agency, and twice a month or monthly over- 
whelms the home office with a mass of reports and schedules 
which disorganize and overwork the clerical force for several 
days. 

Under the branch office system the cashier is obliged to 
collect premiums promptly and if the policy-holders fall in 
arrears he must call upon the delinquents, if they live in 
the same city, or write to them, if they live at a distance. 
Policy-holders are allowed thirty days grace in which to pay 
premiums, and to encourage prompt payment a fine is imposed 
in the form of interest for the period of grace taken. Local 
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agents are required to pay over their collections daily and 
agents in surrounding territory are required to report at least 
once a week. By this plan agents and policy-holders are 
trained to make prompt and systematic payments. The pre- 
miums and interest collected are deposited daily in the bank 
to the credit of the company and an itemized report of the 
amounts collected is forwarded every night to the home office 
of the company, which is thereby enabled to take care of all 
detail work in connection with remittances smoothly and with- 
out confusion. The prompt collection and transmission of 
premiums enables the company to invest its surplus income 
much more promptly than was the case under former condi- 
tions, and the extra interest earned in this way materially 
helps to pay expenses of the branch offices. 

After applications have been written by the agents, they are 
brought to the branch office and handed to the cashier, who in 
turn orders a physical examination of the applicant to be made 
by the compan/s local examiner. The examiner's chief 
responsibility is to ascertain the physical condition of the 
applicant, his personal history as regards sickness and acci- 
dents, and the data relating to the longevity of his family. 
He is also expected to inquire into the applicant's habits and 
pass judgment upon his social standing and moral qualities. 
In a few words, the examiner safeguards the company against 
the insurance of men in poor health or who are not insurable 
by reason of lack of longevity in family, improper habits, and 
other defects. The examiners are usually physicians in gen- 
eral practice and preference is given to the graduates of the 
leading medical colleges, and to those who have made a 
special study of physical examinations. The examiners are 
selected and appointed by the medical director of the company. 
They are paid by fees ranging from $3.00 to $15.00, according 
to the amount of insurance applied for. Their reports are 
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considered as confidential, and are mailed by the examiners 
direct to the home oflSce of the company without the inter- 
mediate process of passing through the branch office. 

The soliciting agents compose the great body of field 
workers. To win success the agent must have a thorough 
knowledge of the various plans of insurance, such as the non- 
participating, annual dividend, and semi-tontine plans, and 
must know how to fit these contracts to the needs of the 
persons whom he is canvassing. He should also be thoroughly 
posted regarding the management of his company, the class 
of securities in which its funds are invested, its payments to 
policy-holders, and with the treatment afforded policy-holders 
in emergencies or in case of withdrawal. He sl^ould also be 
familiar with the plans, the financial condition and the general 
record of other companies, although the more an agent con- 
centrates his explanations on his own company, its plans and 
affairs, the more likely he is to succeed. Criticism of other 
companies and of their policy forms discredits the agent and 
injures the business. 

As individuals differ in temperament, agents must be pre- 
pared at all times to judge the peculiarities of the persons 
whom they are canvassing. The most successful agents are 
keen students of human nature, and possess the power to read 
men quickly. 

As stated earlier in this talk, agents are paid by commis- 
sions on the premiums which they collect There are two 
methods of pajring commissions. The first consists of a high 
commission on premiums in the first year of insurance and a 
low commission on premiums in subsequent years of insurance. 
For example, we will assume that these commissions are 40 per 
cent, and 5 per cent, respectively. Agents engaged on this 
plan are said to hold a renewal contract. The second method 
is to pay a commission on the premiums in the first year of 
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insurance somewhat in excess of the rate that would ordinarily 
be allowed in the first year of insurance under a renewal con- 
tract Agents who are paid in this manner are said to hold 
a brokerage contract, and such a contract subject to a com- 
mission of 55 per cent on premiums in the first year of 
insurance would about be the equivalent of a renewal contract 
subject to 40 per cent, on premiums in the first year of insur- 
ance and 5 per cent thereafter. If an agent is working under 
a renewal contract and writes business of a good quality, his 
income from renewal commissions will increase from year to 
year in proportion to the increase in the amounts of insurances 
which he places on the books of the company. Agents who 
look upon the business as a permanency and have an eyt to 
the future usually take the renewal contract, while agents 
whose minds dwell on the present and who are content to 
let the future take care of itself, prefer to accept brokerages. 

The earnings of an agent are limited only by his ability to 
add to the insurance account of the company. A young man 
who grasps the principles of canvassing will, with intelligent 
help from his manager and application on his part, earn a fair 
income from the outset, and as his knowledge of the company 
and his power to influence men increases, his earnings will 
increase proportionately. Men new to the business, who give 
evidence of ability and present exceptional references, are 
sometimes assisted financially until they have acquired some 
experience. This assistance is given in the form of weekly 
cash advances, which are limited to the barest necessities of 
the individual. It is expected that all such advances will be 
made good by commissions earned. 

In briefly comparing the merits of the general agency plan 
with the branch ofiice system, I will say that a great many 
successful agencies have been developed under the first plan, 
but ihe nature of a general agency contract and the form 
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of compensation paid virtually compels the holder of such 
a contract from the very inception of his connection with 
the company to figure upon a margin of profit on each trans- 
action that takes place in his agency. The method is, there- 
fore, a direct appeal to self-interest and of a kind not always 
helpful to the company's interests. Moreover, the general 
agent assumes the prerogative of controlling his agents in his 
own way and paying them according to his own ideas. In 
consequence a company following the general agency system 
usually has as many systems and methods at work as it has 
general agencies in the field. This is contrary to modem 
business methods, which call for simplicity and uniformity. 
One of the chief defects of the system lies in the fact that the 
general agent is the only recognized representative of the 
company with whom the soliciting agents have direct relations, 
and unless they attract attention by a remarkable record or 
are brought to the notice of the company by their general 
agent, there is no way of bringing their abilities and services 
to the attention of the leading officials of the company; in 
fact, the company largely becomes a concern in which the 
business submitted by its general agents is underwritten. 

The advantages of the branch office system as distinguished 
from the general agency plan in brief are these. The com- 
pany conducts all of its agency affairs directly from the home 
office through its own branch offices, rented in the company's 
name and placed in charge of managers under salary. It 
enters into direct contracts with soliciting agents, paying them 
commissions lower than those ordinarily paid to a general 
agent, retaining the difference to pay branch office expenses 
and for the betterment of the business. The company installs 
its own cashier, clerks, and bookkeeping methods. In a 
few words, the company acts as its own general agent, 
develops its own plans for the supervision, education and 
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control of agents, and so conducts its affairs that any margin 
of profit in commissions reverts to the company for the bene- 
fit of its policyholders instead of going to a general agent. 

Advocates of the general agency plan claim that it has the 
advantages of limiting the cost of the business procured, and 
that the home office is relieved of a great deal of care and 
anxiety as regards the supervision of agents and the responsi- 
bility of financial relations with them. I am not in sympathy 
with this argument, as I believe the home office is the best 
place in which to concentrate supervision, respodsibility, and 
even care and anxiety. Nor am I prepared to accept the 
economical merits claimed for the plan. If the companies con- 
fined their pa3rments to the commissions called for in the 
contract, there would be good ground for the contention, but 
in practice it is difficult to establish a successful agency on 
commissions alone unless the general agent at the outset of 
his career depends for his income on the returns from his 
personal work and builds up an agency staff by degrees. This 
process is slow and is accompanied by so many drawbacks that 
a general agent to properly establish or continue a representa- 
tive agency must either possess capital for his operations or be 
supplied therewith. 

The companies supply the capital to meet the reasonable 
needs of an agency in one of two ways. If the general 
agent is placed in charge of an established agency, the com- 
pany will turn over to him the premiums which his predeces- 
sors have built up and pay him high collection fees on such 
premiums, with the expectation that such fees will be used 
for the betterment of the business. In the case of a new 
agency, cash advances will be made by the company to the 
agent against commissions accruing to him under his contract 
Under the one plan the company has no direct control over 
the amounts allowed for betterments. Under the other, if 
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the agency is a- failure, the company loses its advances in 
whole or in part ; if it is a success, the general agent receives 
all the profits, — ^a one-sided transaction at the best 

Even in the case of a new company or a small company 
limited in its operations by the lack of funds, the branch 
office system would seem to be more suitable and economical. 
At first all of the soliciting agents could be engaged and 
directed from the home office of the company. As the business 
developed a branch office could be established for groups of 
states, later for single states, and finally the more populous 
states could be divided into districts. By this plan 'the com- 
pany could always control its organization, regulate its 
expenses, and gradually pave the way to receive the profits 
that under other conditions would go to general agents. 

The foregoing statements will give additional reasons 
why I have selected the branch office system as the best 
expression of modern life insurance organization, and in so 
doing I must express- the belief that the relation of a general 
agent to his company is similar to that of the middleman in 
business, and that as the years go by, the general agent will 
be eliminated in life insurance as the middleman is being 
dispensed with in other lines of business. For one, I hope 
the change will take place slowly and that no general agent, 
who has served his company faithfully and successfully, will 
be arbitrarily pushed aside to make way for progress, especially 
if he is disposed to meet his company half way in the estab- 
lishment of new plans. 

The field organization of a life insurance company is fre- 
quently compared with that of an army, the president and 
the chief officials corresponding to the commander and the 
general staff, the branch office manager and the agents whom 
he supervises corresponding to the captain and the men under 
his command. The comparison is apt, for in agency organiza- 



Digitized by 



Google 



YALE INSURANCE LECTURES. 139 

tion as in the army, to insure success there must be lojralty 
esprit de corps, strict observance of order, and well-directed, 
sympathetic and concerted acticm. The plans of the general 
and his staff would be of little avail if there were not 
sufficient men in line to carry them into effect. In life 
insurance, the plans of the executive officers and of the 
branch office managers would fall to the ground if they 
could not be taken up and carried into effect by a large, well- 
organized and effective corps of soliciting agents. In life 
insurance the man with the application blank and pen plays a 
part as important as that of the man behind the gun in mili- 
tary matters. Again, in life insurance as in the army, there 
must be cooperation and mutual understanding between the 
leading officers, and the men must have confidence in their 
officers and support them to the best of their abilities. Unless 
these conditions exist, the best results cannot be secured. 

Sifting down and analyzing what I have said in regard 
to agency organization, it will be found that the work of the 
officials at the head of the organization, and the establishment 
and the arrangement of the offices, is all designed with one 
end in view, i. e., to interest as many men as possible in the 
work of soliciting for applications, and to educate and instruct 
these men until their work as a whole becomes the most 
powerful factor in the development and growth of the com- 
pany; in fact, it may be said that the entire agency organi- 
zation and the home office itself in all its departments rest 
upon the soliciting agents, for without the results of their 
labors nothing else could exist. 

With the exception of one or two correspondence schools 
recently established, and a summer school conducted by one 
of the large companies, no means of instruction in agency 
work exists, excepting that which can be found in the 
school of actual experience. If this course should result in 
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the establishment of a school of insurance at this University, 
undoubtedly one branch of the work will be careful analytical 
instruction in canvassing. One of the companies has already 
taken up the question of establishing its own school of instruc- 
tion, and so it may be that with all of these influences at 
work we shall have before many years several courses of 
instruction in which young men can acquire a knowledge 
of agency work. The cynical critic may be inclined to say, 
"What will air this amount to? The only place to learn how 
to canvass is in the field, and the only lessons to be learned 
are those taught by actual contact with men." I have too 
much respect for the advantages of experience to disagree 
widely with such a critic, but I should be inclined to say 
to him that in my judgment, if young men could pass through 
a course in which they w6uld be thoroughly drilled in the 
different forms of insurance, the relative merits of the 
various kinds of contracts, and be taught how to approach 
people and clearly and forcibly explain the benefits of insur- 
ance, they would enter upon their work with advantages 
which would not only enable them to develop more rapidly, 
but would help them over many of the trials and dis- 
couragements that beset young men who enter the business 
equipped only with the hasty and, therefore, somewhat per- 
functory initial training that a busy manager, having many 
men to look after, can give. 

I have stated that success in agency work could not be 
brought about without cooperation and S3rmpathy between the 
home office and the field, and without united action on the 
part of all those engaged in agency work. The importance 
of these conditions is so fully recognized in up-to-date com- 
panies that plans are constantly being made to substitute team 
work for individual play. In the home office, as I explained 
in my last talk, cooperation and united action is brought 
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about through a committee on agency methods and systems, in 
which the vice president in charge of the field operations 
and his assistants meet and discuss all questions pertaining 
to the organization. In the field a like result is produced 
by holding meetings of agents. In one company it is the prac- 
tice of the branch office managers to hold meetings of their 
agents early every Monday morning for the purpose of start- 
ing the agents upon their weekly duties better qualified for 
the work and with a feeling of interest and enthusiasm. 
These meetings are supplemented by occasional conventions of 
the agents in a particular state, and are again supplemented 
by larger conventions at which all of the leading agents of the 
company from various sections of the field are brought 
together. At these conventions all matters pertaining to the 
company and its organization are freely and frankly discussed. 
Questions are voted upon and the common conclusion accepted 
by all. Agents return to their work from these conventions 
better posted as to the company, better equipped for their 
duties, and with the conviction that their work is appreciated 
and they are playing an important part in their compan/s 
affairs. 

Another feature of agency work is the education and the 
better equipment of agents. The immediate instruction is 
usually conducted by the branch office manager, but it is 
supplemented by bulletins or educational leaflets issued from 
the home office. These leaflets contain arguments helpful to 
agents in their work, explain various plans, and frequently 
contain record lists giving the names of the most successful 
agents. 

As the work of the agents largely consists of going from 
office to office, store to store, and house to house, seeking new 
risks, it follows that they cannot be looked after as closely as 
if they were under inunediate personal supervision. If agents 
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are inclined to shirk their work, they can find many opportu- 
nities for so doing. Then there is a class of agents who are 
hard-working and faithful, but constantly need to be stimu- 
lated and encouraged in order to produce the proper results, 
and many who are strong, self-reliant, and possess the power 
of self-management to a high degree, sometimes become dis- 
couraged and need to be helped over their difficulties. 

The recognition of these deficiencies has had a great deal 
to do with the . jsstablishment of the conventions to which 
I have referred, especially those at which an attendance is 
secured only by the procurement of a certain amount of 
business. They have also led to what are known as bonus 
contests and prize contests. These contests generally extend 
over a period of six to eight weeks and rewards of cash pay- 
ments or gifts are offered to agents for a certain amount 
of new business. By offers of this kind the interest of the 
men is aroused, and this interest develops into an enthu- 
siasm, which braces up the shirkers, stimulates the weak, and 
helps the strong to forget their discouragements. 

Including the companies transacting industrial insurance, 
there are probably over 50,000 agents who are devoting their 
entire time to soliciting risks for the life companies. At all 
times and in all seasons, in bright weather or in foul, this large 
army of men is drilling up and down and across all sections 
of this country, earnestly and sincerely striving by argument 
and by precept to get men to do their duty. Perhaps the 
time will come when men will be so constituted that they 
will voluntarily seek for the protection which life insurance 
affords, and when this time comes if it ever does, it will be 
possible for the companies to furnish insurance at a large dis- 
count from the present rates. While those who are fond of 
looking forward to ideal conditions will say, "Let us hope 
that thi^ time may come speedily," we should not forget that 
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in the present we have to take men as they are and deal 
with them accordingly, and so until we have reached the 
borders of Altruria, let us doff our hats in respect and admira- 
tion to all those who are seeking to induce men to do what is 
right and to better their conditions, whether they be found 
in the faculties of our universities, or in the agencies of our 
life insurance companies. 
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Investment of Insurance Funds 

BY JOHN B. LUNGER 

With the exception of tenn policies, every poli^ of life 
insurance is issued on the assumption that if death does 
not intervene, the contract will mature for its principal sum 
at the end of periods ranging from ten years, as in the case 
of ten-year endowments, to the extreme age represented 
in the mortality tables, as in the case of policies issued on 
the life plan. This element of time is taken into considera- 
tion in determining the premiums on policies, and. in comput- 
ing the reserves or sinking funds which must be set aside to 
meet policies on maturity. The factor of interest also enters 
into such calculations, and in determining the reserve funds, 
it is assumed that the portion of the premium required to build 
up the reserves is invested annually at a rate of interest not 
less than the rate assumed in calculating the premiums. 

Perhaps I can establish by analogy the necessity of reserves in 
life insurance. Let us suppose that the City of New Haven 
has issued bonds to the amount of $100,000 for park improve- 
ments, maturing at the end of twenty years, and that we have 
been appointed commissioners to collect and set aside a sinking - 
fund to pay the bonds at their maturity. One of our first 
duties would be to determine the amount to be set aside 
annually for the fund. If one of our number should suggest 
that this amount would be $5,000, he would be met by the 
statement that this would assume that the fund remained 
inactive and unproductive and that the annual payment to 
the fund must be invested as received and earn interest. We 
would then discuss the probable rate of interest we could 
hope to earn on the fund, assuming that it was invested in 
securities of the first quality. If we should decide that we 
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could not with safety assume a rate in excess of 4 per cent, we 
would proceed to find the sum which, if invested annually at 
4 per cent, compound interest, would amount to $100,000 at 
the end of twenty years. Reference to interest tables would 
show this sum to be $3,229, and we should expect the city 
authorities to make provision therefor in the annual tax list. 

A similar process of reasoning applies to an issue of 
twenty-year endowment policies amounting to $100,000 by a 
life insurance company, but with the distinction that it would 
be necessary for the company to be mindful of the probability 
that certain of the endowments would become payable by 
death before twenty years had expired. Taking this addi- 
tional factor into consideration, the company could determine 
the portion of each annual premium paid on the policies that it 
would be necessary to set aside each year and invest at interest 
in order to pay at the end of twenty years the principal sum 
of all the endowments then remaining in force. 

A reserve fund is established under every policy issued on 
either the life or the endowment plan, and the reserve on a 
particular policy depends largely on the period it is supposed 
to remain in force, unless death occurs. The highest reserves 
are required under endowment policies maturing at the end 
of ten years and the lowest under policies issued on the whole 
life plan. 

From the foregoing it is evident that life insurance com- 
panies must invest their resources with reference to their 
obligations which mature far in the future. This makes it 
appropriate for them to buy long term securities. In order 
to maintain their reserves, an essential part of which is the 
return of interest on investments, the securities purchased must 
produce an income which may be depended upon without 
default. The first element to be considered in such invest- 
ments is the absolute security of the principal, and second, an 
adequate rate of interest to maintain the sufficiency of the 
10 
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reserves. In this respect the investments available to life 
insurance companies differ widely from the methods of invest- 
ment open to banking institutions. Banks are owned generally 
by capitalists who engage in the banking business in the 
expectation of making large profits when interest rates are 
high, — small profits when they are low, — expecting also to 
turn their capital over in their business rapidly and fre- 
quently. They expect to accept some hazard, take some losses, 
enjoy variable profits, but upon the whole to receive higher 
rates of interest than standard securities will command. The 
hazards of this business are illustrated by the fact that bank 
failures are not infrequent, while no failure of a substantial, 
conservative life insurance company has taken place in over 
a quarter of a century. 

On January i, 1903, the legal reserve life insurance com- 
panies reporting to the State of Connecticut, twenty-nine in 
number, were in possession of assets amounting to $2,014,- 
J97,ooo, distributed as follows : 

Foreign Government bonds $ 53,764,000 

United States bonds 2,950,000 

State and Municipal bonds 73,785,000 

Railroad bonds 659,630,000 

Electric light, water, gas bonds 26,302,000 

Miscellaneous bonds 42,905,000 

(Total bonds owned, market values, $859,336,000) 

Mortgages on real estate 547,017,000 

Real estate owned 159,394.000 

Railroad stocks : . . . 47,6i7,ooo 

Trust companies stocks 42,849,000 

Bank stocks 21,415,000 

Electric light, water, gas stocks 5,150,000 

Miscellaneous stocks 10,863,000 

(Total stocks owned, market values, $127,894,000) 

Premium loans and premium notes 118,635,000 

Cash in banks and trust companies 92,071,000 

Collateral loans 59471,000 

Deferred and unpaid premiums 32,779,000 

Accrued interest arid all other assets 17,800,000 

Total admitted assets $2,014,397,000 
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The liabilities of the companies on the same date to meet 
which this vast aggregate of investments had been built up 
were as follows: 

Reserves on policies $1,691,000,000 

Special surplus funds 178,000,000 

Miscellaneous liabilities 24,000,000 

Total $1,893,000,000 

leaving an ordinary surplus for all contingencies of over 
$121,000,000, about 6 per cent, of the total assets. During the 
year 1902 the assets of the companies increased by the sum 
of $156,000,000, of which $150,000,000 was invested in interest- 
bearing securities. There is no way of telling the amount 
of the investments made prior to 1902 that matured or were 
paid off during the year, but a low estimate would place the 
amount at $100,000,000. Thus the persons responsible for the 
finances of the life insurance companies were called upon to 
invest not less than $250,000,000 during the year 1902. It 
would be difficult, if not impossible, to analjrze the companies' 
statements so as to determine the classes of securities in which 
this vast sum was invested. The probabilities are that the 
new investments of 1902 were proportioned to the above table. 

I will now endeavor to set forth the merits of the various 
forms of securities sought by life insurance companies, and 
explain the precautions taken by the companies in determining 
the quality of the securities offered. 

The bonds of the standard steam railroad companies are the 
most popular form of investment with life insurance com- 
panies. Not only are the bonds of the leading systems con- 
sidered the safest of securities, but such bonds are usually 
issued for long periods of years. New issues of bonds to 
run for thirty, forty, and even fifty years, are not infrequent 
There are so many different kinds of railroad bonds issued 
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nowadays and the security back of the various issues so diver- 
sified, that a good deal of experience and knowledge is 
required to judge their value, especially if they are what are 
known as junior securities and collateral bonds. A large rail- 
road system may have outstanding several different issues of 
bonds. For example, a railroad running between Chicago and 
St Louis might have two or more issues of bonds resting upon 
its tracks, right of way, local stations, and a part of its 
rolling stock or equipment. It might have other series of 
bonds upon its terminals in Chicago and still other series 
upon its terminals in St. Louis. The issues might be further 
complicated by the bonds upon the bridge carrying the railroad 
across the Mississippi, and by the issue of car trust certificates 
for the purchase of certain rolling stock. It may be that 
the company in purchasing the stock of some branch railroad 
has issued bonds to pay for such stock, using the stock of the 
branch road as collateral security for the bonds, or the road 
may have purchased coal lands from which to supply its 
engines with fuel and issued bonds to pay for the lands. 
The treasurer of the life insurance company or the official in 
charge of its financial matters must be able to judge of 
the merits of each issue of bonds and the value of the 
security therefor. In determining the value of a new issue 
of bonds, the reports of the railroad for a number of years 
are examined. The gross earnings are inspected, and it is 
noted whether such earnings have increased or decreased. 
The pajmients of the road are then analyzed to determine 
whether the proper sums have been expended for. the mainten- 
ance of way, replenishment of rolling stock, and other improve- 
ments sufficient to keep the road in good physical condition. The 
net earnings are then taken to find whether they are sufficient 
to cover the interest on bonds already issued and other debts of 
the company. If the net earnings of the road are sufficient to 
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pay the interest on all outstanding bonds and leave a handsome 
balance for dividends on the stock and for the general surplus 
fund of the company, the "equity" or value of the property 
above the incumbrances would justify favorable consideration 
of the bonds. If, on the other hand, it is found that the net 
earnings are barely sufficient to pay the interest on outstand- 
ing bonds, the securities would not be viewed with favor. 
Also if the amount expended for the maintenance of the road 
and betterments is not up to the required standard, aina there 
is reason to believe that the net earnings largely result from 
neglecting the physical condition of the road and depriving it 
of benefits which must ultimately be supplied and paid for, 
the bonds would be rejected. The section of the country in 
which the railroad is located and the cities between which the 
line runs has a good deal to do with the credit of the system 
and the rate of interest at which the bonds will be purchased. 
Railroads like the Pennsylvania and the New York Central, 
running through the thickly populated sections of the country 
and having their terminals in large cities, and which are fed 
by freight from numerous subsidiary lines, may be said to 
rank in the first class, while the railroads in the South and 
Southwest, running through sparsely settled districts and 
starting from somewhere and ending nowhere, may be said 
to represent the other extreme. 

The advantage of first-class railroad bonds is that they 
generally increase in value with time. This increase brings 
to the company an indirect income, which adds to the attrac- 
tiveness of the company's statement and favorably affects its 
surplus accounts. The companies seldom sell securities, but 
in case a block of such bonds should be sold, the increased 
value would become a part of the company's revenues, and 
thus the rate of interest earned on the bonds would be materi- 
ally increased. For example, if a company should buy 
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$100,000 of 4 per cent, thirty year bonds at 92, the actual rate 
of interest realized on the sum invested in such bonds would 
be about 4^ per cent, and if the value of the bonds should 
increase to par in eight years and the company should then sell 
the bonds, the average rate per cent earned on the investment 
would be increased to about s54 per cent. In making invest- 
ments in bonds and stocks, it is always wise to figure on the 
probable indirect as well as on the actual direct revenue. 

Sometimes the demands upon a railroad system for service 
are so great that a new rolling stock must be ordered in such 
quantities that it cannot be paid for out of the current income 
of the company without resulting in serious embarrassment. 
At such times it is customary for the railroads to issue what 
are known as car trusts or equipment bonds. A railroad 
might require, for instance, 3,000 freight cars to carry its 
increased traffic. If such freight cars cost $500 apiece, the 
total amount required for the purchase would be $1,500,000. 
The company might not be able to spare this sum out of 
the earnings and so it would arrange to pay a certain amount 
on account of the bill and issue certificates subject to interest 
for the balance. The railroads usually pay in cash 20 per cent, 
of the cost of the new equipment, and the certificates for the 
balance would be issued in such a way that a certain per- 
centage of them would mature each year until the entire 
loan was paid off. Generally car trust certificates reach 
maturity within ten or fifteen years. The cars or other 
rolling stock purchased by the certificates would be desig- 
nated by a certain mark and assigned by the railroad to a 
trustee to be held in his name for the benefit of the persons 
purchasing the certificates until the debt was liquidated. 

In judging the value of car trusts, it is customary to take 
into consideration the financial condition of the road, the 
number of such trusts previously established, and the corn- 
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pany's record in connection therewith. As a precaution it 
is well to get a statement of the equipment that has been 
purchased and the prices paid therefor, and then check such 
prices by current quotations. Some railroads are not alto- 
gether free from tricks, and instances have been known 
where manufacturers of railroad equipment have overcharged 
for cars supplied and then allowed a large rebate on the bill. 
In this way the 20 per cent, cash payment required as a margin 
has been in part avoided. 

There is probably no form of security about which there 
is such a range of opinion as car trusts. Some officials 
heartily endorse them and others condemn them with equal 
spirit. If the issues of car trust certificates have not been 
too numerous, and the equity of the security holders in the 
railroad is represented by an ample margin, such certificates 
are unquestionably a first-class investment, the only objection 
to them being the rapidity with which they mature. 

Traction Bonds: There has been so much looseness and 
expansion in new bonds and new stocks in connection with 
street car systems that life insurance companies are not 
inclined to look upon such securities with a great degree of 
favor, although the majority of such roads own valuable 
franchises. Some companies hold bonds issued by traction 
roads before the present era of combinations and manipula- 
tion crept in and regard such bonds as amongst the best of 
their securities, and they also look with favor upon the bonds 
of traction roads in certain New England States which 
restrict by law the amount of bonds that a road may issue 
to a certain percentage of the cash actually invested in the 
road and its equipment. As time goes by and the railroads 
which have been overexpanded are reo^;ganized or the revenues 
of such roads increased by the growth in population to the 
point where their finances are in proportion to their debts, 
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traction bonds may again invite favor, but until that time 
they will be purchased in the main with caution. The bonds 
issued by elevated railroad companies may be commented 
upon in like manner. 

Gas bonds were formerly a favorite form of investment and 
one of the safest, but as in the case of the traction lines, 
gas companies have been so overexpanded that offerings of 
new securities from such companies are not looked upon with 
favor, unless in a particular case ''modern financial methods" 
have been avoided and a record established for conservative 
management. The original or underlying bonds of the leading 
companies are excellent investments, but are closely held and 
seldom offered for sale. 

Electric Light Bonds: A few securities under this heading 
are held by life insurance companies, but they are not 
numerous, and in most instances have probably been taken 
in exchange for gas bonds formerly held by such companies, 
where consolidation between gas companies and electric light 
companies has been formed. There are some excellent issues 
of electric light bonds, but as is the case with traction and 
gas bonds, the general issues are now under a cloud. 

Water Bonds issued by cities and towns are classed with 
municipal securities. Large amounts of such bonds are held 
by the companies. Bonds issued by private enterprises must 
be viewed with caution, especially as such companies are 
usually open to having their franchises and advantages inter- 
fered with by municipal action. 

In purchasing railroad bonds and other corporate securities, 
an element must be taken into consideration which does not 
appear in the printed reports, nor can it be measured by 
dollars. I refer to the integrity of the men who are managing 
the property. If the management have established a reputa- 
tion for honest fulfilment of duty and stand before the public 
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as men who lead clean lives, these qualities become an import- 
ant consideration in negotiating loans. If, on the other hand, 
the management is thought to be speculative, or is open to 
the accusation of devising plans whereby they are personally 
benefited at the expense of stockholders, or if their private 
lives infringe the accepted standard of good morals, they will 
deservedly meet with difficulties in effecting loans. These 
are not idle words ; we have had too many demonstrations 
in the past few years of the effect of unscrupulous manage- 
ment on property values, and loss of public confidence result- 
ing therefrom, to be unmindful of the warning. In fact, the 
abuse of corporate trust has recently been so flagrant and so 
many schemes have been devised whereby officials have 
benefited themselves at the expense of stockholders, that con- 
servative financial papers in certain instances have encouraged 
stockholders to form committees for the protection of their 
interests. • 

The form of investment second in favor with life insurance 
companies is the mortgage on real estate. A mortgage loan 
always has been and probably always will be a popular form of 
investment How much of this popularity is due to the merits 
of this particular form of investment, and how much is due 
to the popular belief that the bond and mortgage is the safest 
of all investments, it is difficult to say. The truth of the 
matter is that there is probably no one form of investment that 
demands closer attention and clearer foresight 

In loaning money on mortgage, care is taken to ascertain 
that the title to the property stands in the name of the mort- 
gagee, and is free from liens or encumbrances of any kind. 
The title to the property is ascertained by searching the 
records in the office of the Register of Deeds or such other 
officials as are entrusted with the responsibility of filing 
transfers of property. A similar search is made to ascertain 
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whether any prior mortgages arc outstanding on the property 
and other records are consulted to ascertain whether there are 
any judgments or liens outstanding against the mortgagee. 
Finally the. tax office is consulted to determine whether all 
taxes have been paid to date. If the title is clear and the 
property is free from all encumbrances and no judgments or 
other liens are outstanding against the owner of the property, 
the company may make a loan upon the property not exceed- 
ing a certain percentage of its value. This percentage is 
regulated by law; in some States 50 per cent, of the value 
of the property may be loaned ; in other States 66^ per cent. 
In practice, however, companies seldom exceed 50 per cent, of 
the appraised value of the property. 

Notwithstanding the popular confidence in the mortgage as 
an investment, an investigation of the records of life insurance 
companies and the savings banks might reveal some evidences 
respecting this form of security that would tend to weaken 
this belief. As I have explained, the loan is made on the 
appraised value of the property. Now, the value of real 
estate does not remain stationary. It either increases or 
decreases as time goes by. If the property increases in value, 
the additional value enhances the security for the loan, but 
does not add to the principal invested. On the other hand, 
if the value of the property is impaired, the security is pro- 
portionately lessened, and if such value is impaired to the 
point where it is worth no more or less than the amount of 
the mortgage, the company is frequently compelled to take 
over the property. In other words, the company is at a great 
disadvantage as regards the changing value of property. It 
receives no direct return for the improvement in values and 
has to assume the greater part of the risk of any decline in 
values. If our life insurance companies, and I might add 
the savings banks, were to make up careful tabulations of 
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their experiences with mortgages, and charge against interest 
receipts all losses of principal and interest on foreclosed 
property and all expenses in connection therewith, they would 
probably find that their returns from bonds and mortgages 
had been less than in some other lines of investments, and 
if they were to extend this investigation so as to take the 
loans made in each particular year and trace the history of 
these loans from year to year, they would find that the rate 
of interest earned on the original sum invested constantly 
diminished through foreclosures and the losses connected 
therewith. 

To establish checks upon decreasing values and to establish 
safeguards against losses, mortgages are usually entered into 
for periods ranging from one to five years. At the end of 
the period if an application for the renewal of the mortgage 
is received, a new appraisement is made, and if there has been 
a decrease in value, the company has the privilege of calling 
for the payment of the entire loan or sufficient part thereof 
to reduce the principal to the proper proportion of the 
appraised value. In case the company is obliged to foreclose 
its mortgage and take over the property, an effort is made to 
dispose of such property in the quickest possible time so that 
the company may be relieved of the care and burden of look- 
ing after real estate and the principal becomes a quick asset 
earning interest. The experience acquired in the sale of fore- 
closed property has taught companies that it is wise to restrict 
mortgages to certain classes of property. Mortgage loans are 
seldom made on buildings used for manufacturing purposes, 
on foundries, breweries, apartment houses, tenements, storage 
warehouses, large country establishments, hotels, churches, and 
other properties which it is difficult to dispose of quickly or 
to advantage in case of foreclosure. Preference is given to 
office buildings in the center of large and established cities, 
to private residences that can be sold for $20,000 or less. 



Digitized by 



Google 



IS6 YALE INSURANCE LECTURES, 

and to fertile farm lands in districts not subject to drought 
or to extremes of heat and cold. In loaning money on mort- 
gages, it is important to take into consideration the laws of 
the State in which the loan is made. Sometimes these laws 
give resident creditors undue advantages over non-resident 
creditors, even if the loan made by the non-resident creditor 
is of prior date. In one State, legislation of this sort is so 
flagrant that no outside corporation could with safety loan 
money on real property owned by another corporation in such 
State. 

The companies hold large amounts of government bonds 
issued by the United States and by foreign countries. The 
latter investments are held chiefly by the companies doing a 
foreign business as security for the reserves on policies issued 
in such countries. In fact, several of the foreign govern- 
ments have passed laws compelling life insurance companies, 
whose home offices are located outside of their borders, to 
invest the reserves on the policies issued on the lives of their 
citizens in securities of the country. These conditions are 
generally complied with by the purchase of the bonds of 
such governments, and in making such investments the credit 
of the country need only be considered. State, municipal and 
county bonds also figure to a marked extent in the bond 
holdings of the companies. The States and the larger 
municipalities generally possess a high degree of credit, and 
they are able to float their bonds at the lowest current rates 
of interest. In purchasing the bonds of the smaller munici- 
palities and the bonds of townships, it is customary to inquire 
into the record of the community issuing the bonds with 
respect to interest payments and general treatment of previous 
issues, to secure a statement of the assessed value of the 
taxable property and compute the ratio of indebtedness 
thereto, and to calculate also the debt per capita of population. 
If there is any appearance of over-expansion in the debt, or 



Digitized by 



Google 



YALE INSURANCE LECTURES. 157 

any evidence of a "boom," the bonds would be declined. 
Securities offered from sections where there has been repudia- 
tion or attempts at repudiation are to be avoided at all times. 
In purchasing State or municipal securities, it is also well to 
be advised concerning the local laws. There have been 
several cases of flagrant repudiation under the slimmest of 
legal pretexts. 

The real estate holdings of the companies consist of three 
classes: (a) property acquired through the foreclosure of 
mortgages; (b) property upon which home office buildings 
have been erected; (c) property upon which large office 
buildings have been erected as investments and to serve to 
an extent as advertisements. Several fine buildings of this 
latter class have been erected by companies doing a foreign 
business in London and in the leading cities of the continent 
It would have been wiser, perhaps, if the companies had 
limited their investments to their home office buildings, and 
in planning such buildings, to have confined themselves to 
the needs of the company only, making due allowance for 
the future growth and temporarily renting the space allowed 
for this purpose. In the case of foreclosed properties, an 
effort is made to dispose of them in the quickest possible 
time, as experience has proven that the expenses and taxes 
on such property take up a large percentage, and sometimes 
the whole of the rents received. 

Real estate has not proven a very profitable investment for 
the companies, the average returns being less than one-half 
the income that would have been obtained if the same amount 
of money had been put into first-class railroad bonds. 

The item "stock owned" consists largely of railroad stocks. 
These securities can be subdivided into two classes: (a) 
stocks on which dividends are guaranteed; (b) stocks that 
depend for dividends on the earnings of the roads. If the 
dividend on a stock is guaranteed, it indicates that the road 
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issuing such stock has been taken over by another system, 
one of the conditions of the transfer being that a definite 
dividend shall be paid annually on the stock of the road taken 
over. If the credit of the road giving the guarantee is high 
and its equity in earnings and in the property of the road is 
large, the guaranteed stock is virtually classed with railroad 
bonds and is subject to slight fluctuations in value. Stocks 
that depend for dividends on the earnings of even the best 
roads are liable to wide fluctuations. Moreover, there are 
other dangers which are always overshadowing stock, chief 
amongst which is the issue of new bonds, which are always 
ranked in priority as superior to the stock but subordinate to 
the bonds already issued. If such issues are authorized by 
an honest and conservative management and to an amount not 
exceeding sums actually disbursed for improvements, the value 
of the stock might not be impaired; under certain conditions 
it might be improved; but as is too frequently the case, if 
such bonds are issued to replace losses brought about by too 
early pa3rment of dividends, or by the payment of unduly 
large dividends, or if they are issued to purchase new systems, 
which the officials of the road had acquired on private account 
and are selling to their stockholders at an increased value, 
then the value of the Stock of such road must of necessity be 
impaired. 

It is a mooted question as to whether the companies should 
purchase such stocks as investments. As it is wise to 
diversify the investments of a company, I see no serious 
objection to the purchase of the stocks of the standard roads 
with established records for dividend pasrments and conserva- 
tive management, provided such purchases are free from any 
thought of speculation, and the amount of investments in 
stocks limited to a reasonable percentage of the company's 
entire holdings. In my opinion, the real danger of investments 
in the class of stocks to which I have referred is not to be 
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found in the security itself, but in marking up the value of 
such stocks at times when there is an expansion of values, 
and then assuming that such increased value is permanent 
and adding it to the surplus of the company. Stocks even of 
the highest grade should never be purchased unless they can 
be procured at a price at which the dividends paid by the 
road over a term of years will return to the company current 
rates of interest upon the sum invested. 

Some of the companies hold large amounts of trust company 
and bank stocks. Both of these forms of investment have 
proven satisfactory and profitable, especially the former. 
Moreover, a connection with a large and successful trust 
company is found helpful in obtaining first-class investments. 

Collateral loans are an expression of the desire to diversify 
investments or to secure interest in excess of the rates allowed 
by banks on cash balances, pending favorable opportunities 
for making more permanent investments. Such loans are 
usually made for six months or one year. They are made 
only on approved railroad bonds and standard dividend-pasring 
stocks. The value of the securities given as collateral for 
the loan must always exceed the amount of the loan by an 
ample margin, usually not less than 20 per cent In times 
when the money is in demand excellent rates of interest well 
above the average are earned on such loans, but if money is 
"easy" the rates are apt to fall to low figures. Premium 
loans and notes are a form of collateral investment in which 
the company takes its own policies for security. Advances are 
made to policy-holders either in the form of cash loans or to 
pay premiums upon their policies. Such advances, however, 
are limited to the reserve laid by under such policies, and 
are, therefore, as free from risk of loss as advances made 
against a deposit of cash. The companies usually charge 5 
per cent, interest on such advances and policy-holders have 
the option of continuing the debts until the policies mature. 
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or of pairing them in the meantime. In case a policy on 
which an advance has been made is forfeited, the amount of 
the advance with interest is deducted from the surrender 
value. 

The amount of cash held by companies in banks and trust 
companies at the close of each calendar year is in excess 
of the average, as December is a very active month in life 
insurance and every agency endeavors to make all outstanding 
collections and report them to the home office of the company 
in time to be included in the annual statement The cash 
deposits of the companies, however, are not inactive, but earn 
from I to 3 per cent on iht daily balances according to the 
demand for money and the amount placed on deposit Large 
cash balances are avoided in all companies, an effort being 
made to invest the net revenues of the company as fast as the 
condition of the business and the financial markets will permit 

During the past seven years this country has passed from 
depression through an era of expansion, the greatest in its his- 
tory, and is now settling back to common sense conditions. 
The era of expansion was marked by financial transactions so 
sanguine in some instances, and so disreputable in others, 
that we need not wait for the calm brain and retrospective 
view'point of the future historian to class them as financial 
nightmares. The natural and logical reaction following this 
period of expansion has swept away fortunes, ruined reputa- 
tions and spread misery in many directions ; and as is always 
the case, the worst sufferers have been men without practical 
business training and women — ^the class that is ever deluded 
by the will-o'-the-wisp of high interest or the glamour of 
great names. The reaction in values, which like the expan- 
sion has probably gone to an extreme, has not been without 
its influence upon the life insurance companies. The bonds 
and stocks held by the companies on December 31st, 1902 
(on the basis of an actual calculation made in the case of 
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several of the leading companies), have declined so far this 
year not less than $32,ooo,ooa An immense smn, truly, but 
when it is considered that the life companies reporting to the 
State of Connecticut possessed at the end of 1902 assets 
amounting to $2,014,000,000, of which $987,000,000 were in 
bonds and stocks, it will be seen that this immense sum is 
but 3^ per cent, of the total market value of such bonds and 
stocks on December 31st, 1902. Moreover, the market values 
on that date exceeded the cost values by $62,500,000, so that 
the decline has been about 50 per cent, of the market values 
of the bonds and stocks over their original cost, showing that 
there has been no real loss, only a marking down of values, 
which the companies were compelled by law to establish, in 
order to conform to the market quotations on December 31st, 
1902. When we consider the tremendous falling oflF in the 
value of some of the standard securities, the smallness of the 
percentages representing the decline in the values of securities 
held by the life companies is magnificent testimony to the 
quality of the investments which they hold. 

There was never an era of importance in financial history, 
whether of depression or expansion, that did not teach 
valuable lessons, which those who are entrusted with financial 
responsibilities should study with care. Seeking for the 
lessons of the past few years, we should be mindful of the 
financial tests to which the investments of the companies have 
been subjected and of the enhanced value of insurance as a 
stable and safe investment It would seem important to 
diversify the investments of a company and use care to select 
securities liable to slight fluctuations in value. Laws should 
be so modified that in periods of expansion values could be 
kept well within the extreme market quotations, and last but 
not least, as life insurance moneys are trust funds, the officials 
of the companies should keep free from alliances with specu- 
lative concerns and avoid associations likely to lead to criticism. 
II 
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Fraternal Insurance 
its character, virtues and defects 

BY WALTER S. NICHOLS 

More than four millions of American citizens are to-day 
looking to fraternal societies like the Knights of Honor, the 
Ancient Order of United Workmen, the Independent Order of 
Foresters and others whose name is legion for protection to 
their families in case of death. The distinguishing feature of 
these societies is that they are associations whose members 
are banded together through a spirit of charity or fraternity 
for mutual assistance and protection. They are wholly outside 
the line of our ordinary life insurance companies, which deal in 
insurance for the general public on a business basis. Their 
membership is chiefly made up from those of limited means 
who are ^seeking insurance at the smallest outlay. Over one- 
fourth of the population of this country may be said to be 
directly or indirectly interested in these societies. A knowledge 
of their principles and of the character of the insurance which 
they offer is a matter which concerns every American citizen 
regardless of his interest in insurance as a professiont 

Nearly all our existing, fraternal societies have started 
within the past thirty or forty years, but they have a long line 
of predecessors extending back through centuries. Their 
proper understanding requires a glance at their historic rela- 
tions. To the student of sociology as well as of economics a 
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peculiar interest attaches both to their origin and history. As 
a race we are communal as well as social in our very instincts 
and in those instincts are the fundamental impulses that have 
developed all our political and social organizations. To the 
evolutionist they are the inherited traits of a remote ancestry 
which man shares with lower forms of life. We find the 
social organism in its simplest type in the ruminants, which 
herd together for mere association or protection. We find its 
fuller developments in the more strictly communal animals 
and insects. The beaver lodges join their forces to build the 
common dam for the benefit of all, but when the dam is built 
each separate lodge confines its attention to its own affairs. 
In the ants and bees we find this conununal instinct in its 
extreme development. The female bee surrenders her 
maternal functions to a single queen and becomes a mere 
worker, to build and provision the common hive and care for 
the offspring. The ant marshals its warriors to guard the 
common nest or enslave its neighbors. Thus do we find the 
germs of those social and political organizations which char- 
acterize our twentieth century civilization implanted in the 
lower orders of creation. 

It may seem a far away thought from the habits of the 
insect and mammalian world to the subject of the present 
lecture. But there is a deep significance in the fact that the 
fundamental principles which underlie fraternal insurance are 
thus operative in the lower orders of life. The fraternal 
society must be studied not as the mere artificial product of 
an advanced civilization, but as an orjganization whose roots 
and tendrils are implanted deep down in our common human- 
ity. Civilized communities have no monopoly in this spirit 
of fratemalism. It was the active force at work in primitive 
days when the family relationship grew into the patriarchal 
form of government and this in turn expanded into the tribal 
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State. As tribes solidified into nations this social evolution 
moved along lines so familiar in the physical world. The 
homogeneous pursuits of the tribesman became the heteroge- 
neous occupations of the civilized state. Each occupation had 
its separate corps of workers, who banded together in a society 
for their common interest and protection in the economic strug- 
gle which followed the barter and trade between the groups. 
Thus was evolved the early benevolent or fraternal societies 
that are met with in so many of the nations of antiquity. 

We find them in the ancient Roman empire as numerous 
and influential as now. Rome had her trade unions, and her 
religious confraternities devoted to the service of her gods, 
and her social clubs, and was compelled to legislate for their 
regulation. Contribution to a common fund for the assistance 
or burial of their needy members was then as now a familiar 
feature. The downfall of Rome scarcely interrupts the story. 
Phoenix-like, they arose out of the ashes of her empire when 
her distant provinces developed into the industrial states of 
Modem Europe. In Great Britain, to which our own fraternal 
societies directly trace their origin, they were known as guilds 
and during medieval times when agricultural serfdom was 
being broken up and when centres of trade and manufacture 
were developing, these trade societies wielded a strong polit- 
ical influence. Along with them too were religious fraterni- 
ties, which were the foundation of some of England's most 
important schools of learning. Aid to their needy members 
in ways more or less crude was a common feature of these 
associations. 

As the power and influence of the guilds declined they 
were succeeded by the modern British friendly societies, from 
which our own have been so largely patterned. Members 
chiefly from the working classes united for mutual aid in 
sickness and for funeral benefits, through contributions to a 
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common fund. They recognized the distinctly insurance char- 
acter of their work and sought to frame scales of moneyed 
contributions which would be adequate. But they knew little 
of the principles of insurance, and their frequent and disas- 
trous failures at last attracted the attention of the British 
Parliament. Investigations by that body aided by leading 
British actuaries disclosed the total inadequacy of their rates 
and the mismanagement which characterized their aflFairs. 
Attempted legal reforms were strongly resisted for a while 
by the members, and it has required nearly a century of legis- 
lation to place the friendly society system of Gteat Britain on 
the comparatively sound basis where it now rests. Under the 
existing laws in that country, such societies are induced to 
register and to accumulate reserve funds and charge rates 
which, like those of ordinary life companies, will be adequate 
to meet their future obligations. When registered they are 
required to have expert valuations periodically made of their 
resources and liabilities and proper balance sheets published 
of their affairs. The knowledge of their condition thus fur- 
nished to their members and to the public is relied on to check 
mismanagement. The law makes no attempt at further inter- 
ference. 

The strength of the system in that country lies in the 
fraternal ties which bind the members to their societies. It. 
was this which enabled reforms to be successfully introduced 
into many of them which, according to any commercial stand- 
ard, were already bankrupt. The strength of the system in 
any country must depend on the fraternal character of the 
society in fact as well as in name. The chief weakness of 
the system lies in the temptation to divorce its two-fold 
functions of benevolence and insurance, to regard the society 
either as a mere insurance organization for business purposes, 
or else as a brotherhood whose ties are strong enough to 
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outweigh any defects in its insurance methods. When the 
fraternal spirit among the members is wanting, its work, 
to be a success, must be carried on along the business lines 
which characterize the ordinary insurance office. Such a 
change has actually taken place on a magnificent scale in the 
more recent development of these societies. It was from the 
fraternal society both here and in Great Britain that indus- 
trial insurance was evolved. It was just fifty years ago that 
the managers of such a society in London conceived a plan for 
abandoning its fraternal features and furnishing insurance to 
the poor on a strictly business basis^ This was the origin of 
the famous British Prudential Insurance Company, whose poli- 
cies are now found in the home of almost every working man 
in that country. Such was the origin too some twenty years 
later of the Prudential Insurance Company of America, which 
started as a friendly society in New Jersey and whose policies 
along with those of its later competitors are to be found in 
millions of American homes. 

The experience of Great Britain is being repeated in Amer- 
ica. A similar insufficiency in the rates and ignorance of 
sound insurance principles have resulted in numerous failures 
and now threaten the solvency of many of our American 
societies. Similar efforts are now being earnestly made both 
by the more intelligent of the members and by state authorities 
to place fraternal insurance on a sounder basis. 

With this preliminary historic review, I enter at once on the 
discussion of the more technical features of fraternal insur- 
ance. First let us examine the structure and legal character 
of these associations. They generally consist of one parent 
society with its constitution and by-laws and having numerous 
subordinate local branch societies termed lodges. These local 
societies are created by the parent, from which they receive 
their charters or right to exist. They are governed by its 
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constitution and the laws which it lays down. In all questions 
of dispute the parent society has final jurisdiction. In a word, 
the local lodge, while it has separate existence as a society 
itself, and may within the limits allowed regulate its own 
affairs, remains subject to the parent society of which it is a 
part. This parent society is known as the grand lodge and 
is made up of representatives chosen by the local lodges. 
Sometimes a further subdivision is made and the parent 
society or supreme lodge is made up of representatives from 
a number of grand lodges each with its local lodges. 

The membership of the society as a whole is thus made up 
of the members of these various local lodges. The govern- 
ment is purely democratic. Every member is entitled to a 
vote ih his own local society and thus has a voice in the 
selection of the rulers and in making the laws for the whole. 
Initiatory rites and ceremonials are a common feature. 
Unlike the British societies, in which sick relief is a prominent 
feature, most of our American associations confine their 
insurance work to the payment of death and disability benefits. 
The funds required for this purpose are collected in the form 
of assessments by the local lodges and turned over to the 
officers of the parent society, by whom the insurance business 
of the whole is managed. Sick benefits when allowed are 
usually paid by the local lodges to their members out of their 
own separate funds. Expenses are generally met by dues and 
initiation fees. These local lodges thus act both as separate 
societies in the management of their own affairs and as agents 
of the parent society in collecting the common insurance funds 
and in securing the membership. 

It will thus be seen that in their constitutions these societies 
resemble in many ways the ordinary social dub and for cer- 
tain purposes the law so regards them. The active fraternal 
or benevolent features of the society apart from its insurance 
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work are chiefly confined to the local societies, where the 
individual members meet for business and social purposes and 
where the spirit of fraternity is fostered. They resemble too 
in certain respects some of our church organizations, with 
which the law frequently compares them. We have our indi- 
vidual church societies with their social and benevolent activ- 
ities governed by representative bodies from the various 
churches and the whole united under one denominational 
form of government. These correspond to the local and grand 
lodges. 

These societies are sometimes organized under corporate 
charters granted by the state, sometimes like the ordinary 
club they are mere voluntary associations. Most of our states 
now have general laws prescribing how these societies may 
be formed and carried on. When so formed the law itself 
becomes their constitution. Sometimes the parent society is 
thus incorporated while the inferior lodges remain voluntary 
associations. Sometimes it is the reverse. But in all laws 
regarding their formation their character as benevolent socie- 
ties is insisted on. They are not allowed like ordinary com- 
panies to carry on insurance business for profit, and its benefits 
are usually limited to the relatives or dependents of the 
members. There are some important legal distinctions 
between those societies which are incorporated and those 
which are not, especially as to property rights, upon which 
I have not the time to enter. The courts endeavor in either 
case so far as the law allows to enforce the rules which, they 
have made for themselves if they are fair and reasonable. 
Nearly all these societies have their own judicatories for 
determining the standing and rights of their members, by 
whose decision the members must abide. These the courts 
will refuse to interfere with so long as they act honestly and 
fairly within their legitimate province. They are mutual 



Digitized by 



Google 



YALE INSURANCE LECTURES. 1 69 

societies in which like churches the members are expected to 
abide by the form of govermnent to which they have sub- 
scribed. A local lodge may be cut off from affiliation with the 
parent society or may cut itself loose just as a church may cut 
loose from its denominational connection. In neither case is 
the society itself dissolved. It simply loses the rights which 
belonged to it as a member of the parent society and must 
surrender whatever is in its possession belonging to the parent 
If it has a charter from the state, the state laws governing it as 
a corporation are superior to any rules of the association itself. 

On one point however, whether incorporated or not, the 
courts are insistent, that is, no rule or action of the society 
can deprive a local lodge or a member of insurance or other 
property interests which are already vested, that is in which 
an unconditional ownership has been established.. Where 
they are incorporated, like other corporations they are regarded 
by the law as artificial persons acting through their officers 
as their agents and with no personal liability on the part of 
the members except those imposed by the rules of the society 
itself. Where they are not incorporated their legal character 
is not so easy to define. They are often regarded as a peculiar 
kind of partnership qualified by the special purposes for which 
they were organized. 

It will be seen from this brief sketch that these societies 
in their constitution and structure are strongly analogous to 
the ordinary social club or religious society, and bear all 
the ear marks of their historic origin. 

But they also have another aspect in the eyes of the law. 
In respect to their insurance features they are regarded as 
business associations furnishing a peculiar type of insurance 
under contracts or agreements which are governed by the 
ordinary principles of the law of contracts. This leads us at 
once to the insurance features of these societies. As insurance 
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associations they are treated as mutual companies regulated 
of course by their charter and by-laws, with which every 
member is assumed to be familiar. An application, much like 
that of the ordinary company, setting forth the age and health 
and other details regarding his desired insurance is usually 
required of the applicant for membership. Instead of the 
ordinary policy he usually receives what is called a certificate 
of membership, reciting that he is a member of the society 
and entitled to its privileges, and to share up to a specified 
amount in its beneficiary fund, subject however, to the laws 
and rules of the order, and conditioned on his compliance 
with them. This certificate in connection with the laws of the 
society is his insurance contract. It will be noted that unlike 
the ordinary insurance policy, which is a mere business agree- 
ment between the company and the purchaser for a specified 
consideration, these certificates are simply a recognition of the 
rights of the member which flow through his membership, to 
share in the benevolent fund. Unlike the ordinary policy 
which becomes the property of the beneficiary named in it, 
no matter who secured it or paid the premium, these certifi- 
cates remain the property of the member, who can usually 
change the beneficiary at will. 

The conditions on which those rights are to be enjoyed are 
not, as in the case of the policy, set out in the certificate itself 
but are to be found in the rules of the society. Thus the 
mutual and fraternal idea of this insurance is adhered to. 
More than this, it is not allowed under the laws of most of the 
states to be a cold business agreement for the payment of a 
fixed sum of money for a definite premium. Either the 
amount must be capable of modification and adjustment 
according to the actual ability of the society to pay, or it 
must reserve the right to assess its members for enough to 
make up the required benefit. The societies are thus relieved 
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from the obligation imposed on ordinary life companies to 
create and maintain a reserve fund which will be mathemati- 
cally sufficient to pay their insurance obligations. In theory 
they can never become insolvent because never obliged to pay 
more than they are able or than that they can collect from 
their members. As a matter of fact, they have failed dis- 
astrously at times because they had neither the requisite fund 
nor could collect the needed assessments. 

Until very recent years it has J[)een the almost universal 
practice to limit the actual funds of the society to the smallest 
amount which was deemed necessary to meet special emer- 
gencies. The constant inflow of new members, it was argued, 
would prevent serious deficiencies, and the fraternal spirit 
of the members would do the rest The prime object aimed 
at was to give the insurance at the least possible outlay to the 
members in a work which was assumed to be benevolent in 
its character and not conducted for profit The fallacy of 
these views is now being generally recognized, as we shall 
shortly se% 

The payments made by the members are not, as in ordinary 
life insurance, premiums paid for the purchase of a pure 
business contract but are generally of two kinds, initiation 
fees and dues, used as in ordinary clubs for the expenses of the 
society, and assessments levied on its members as contribu*- 
tions to its insurance fund, and are provided for in the rules ^ 
of the society itself. 

In the earlier days of the societies these assessments were 
generally alike in amount regardless of age and were collected 
only on the death of a member for the payment of his benefit, 
thus, as you observe, carrying out istill further the idea of fra- 
ternity. But as the societies grew older the fallacies of this 
method were taught the members by a hard experience. By 
simply dropping his insurance which he had already enjoyed 
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a member could escape paying his share of the death losses. 
As the members grew older and the death losses increased, 
those that were youiiger were not long in discovering that 
they were contributing more than their share to the death 
losses, whidi were chiefly among the old. As a result ,tiiese 
dropped their membership and joined younger societies. New 
recruits to fill their places could not be obtained. The average 
age of those that were left continued to increase and the 
assessments to grow heavier. This in turn increased the 
withdrawals, until at last few remained except the sick and 
aged. Assessments for losses could no longer be collected, 
and the society would dissolve, leaving a body of old and 
infirm deprived of the benefits for which they had so long 
contributed. This has been the story of scores of these socie- 
ties in the past, and where otherwise honestly managed has 
been the cause of the numerous failures in this class of insur- 
ance. In spite of all the efforts to place assessment rates on 
a sounder basis, their inadequacy and inequity as between 
the younger and older ages still continues to threaten the 
permanence of a large proportion of our fraternal societies. 
As we have stated, most of the existing societies are less 
than thirty years old. In many of them the members have 
only within recent years reached the ages where these dangers 
in a serious form began to be felt The members themselves 
were generally unfamiliar with the principles of insurance. 
The favorite argument was that a society of this kind was like 
any village community where the young continually take the 
place of the old and the community as a whole grows no 
older. Hence it was said that a scale of assessments which 
were sufiicient for the early years of such a society would 
continue so. I emphasize this point. It has been in one 
shape or another the favorite argument and popular delusion 
among the members of these societies which more than any 
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Other has been, and continues to be, perhaps the greatest 
obstacle in the way of reform. To this day, when the need of 
larger contributions on the part of older members is urged, 
some veteran will bring forward the old simile of the village 
or town community whose average age is no greater to-day 
than it was a score of years ago, and insist that all which 
the society needs is to increase its membership by securing 
new applicants in order to bring down the death rate and * 
make the rates sufficient^ 

Let us see why this is not true, for it is a vital question in 
this business. The average ages of a village community 
remain unchanged only after that community has reached a 
normal average age and only so long as there are neither 
removals from or to the village and the birth rate just keeps 
p^ce with the death rate. But any change in these conditions 
will alter that average age of the inhabitants until a new 
normal age is reached. If the average age of the inhabitants 
is thirty years and the births should exceed the deaths, it 
would begin to drop to some lower age. On the contrary, if 
there should be an excess of deaths the average age would 
begin to go up. The removal from or to the village of younger 
members would have the same effect Throughout New Eng- 
land you will find scores of towns made up almost entirely of 
elderly people. The young folks have emigrated and the 
children are missing. On the contrary, in the great west are 
hundreds of settlements made up chiefly of young settlers 
and their children, whose average will increase in the way 
described until a normal age is reached as the settlement itself 
grows older. 

The process in these societies is the same. When first 
organized they are chiefly made up of younger members 
among whom the deaths are comparatively few. Rates may 
be charged that are not only enough to pay the claims as they 
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arise but to create a surplus in the hands of the society. This 
further helps to mislead the members, who point to the surplus 
as a proof of the soundness of the association. But gradually 
these members grow older and the deaths increase. For 
a time new members who are young can be procured to take 
their places. But the whole group is still young and unless 
the new additions are largely in excess of the death losses 
and withdrawals, the average age in such a society, and with 
it the death losses, will continue to increase until as in the 
village community a normal average age is reached. If the 
average age of the members in a new society was thirty, for 
instance, it might gradually increase to forty, although a new 
young member was added for each member that was lost. 
But this is not all. As the members of such a society grow 
older the death rate increases faster than the age. At forty 
it may be only one in a hundred. At sixty it will be three 
times as great. So that while enough new members may have 
been taken in to keep the average age in such a society dowu 
to the original figures, the actual losses will continue to roll 
tip through the increasing deaths of these older members. 

As the assessments for these losses grow heavier the diffi- 
culty of procuring new members will increase, and those who 
have already joined will continue to drop off and hasten on 
the ruin in the way already described. The society may really 
be likened to one of those western village communities whose 
inhabitants are all young at the start but from which the 
young and healthy are gradually drawn away to more attrac- 
tive settlements elsewhere until the whole becomes like a 
New England village. As the membership dwindles the aver- 
age age continues to increase indefinitely. 

When the members of such a society have reached a certain 
age the cost of insurance becomes too heavy to be borne by 
themselves unless aided by younger members. It has been 
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found that the average member who has passed much beyond 
the age of sixty can no longer afford to pay the heavy cost of 
his own insurance. 

In practice, these societies start with a limited membership 
which they increase year by year. The births as it were at 
first far outnumber the deaths and as a consequence for a 
while there will be no noticeable increase in the death rate. 
This growth may be rapid enough to conceal the real condi- 
tions for years. But there is another peculiar feature here. 
In order to keep down the death rate, not only must the society 
grow but the number of new members added must each year 
become greater. Now there is a limit to this rate of growth 
even under favorable circumstances. When it is reached, be 
it sooner or later, then the trouble begins. This is why some 
of the larger societies have gone on year after year with 
apparent success while their small competitors were in dis- 
tress. They were able to increase their new membership at 
a faster rate than the others. And what is worse, this long 
continued success makes the members skeptical about the 
insufficiency of their rates when the assessments finally become 
inadequate to meet their claims. They simply rely on their 
past experience. 

It has been a favorite argument too on the part of these 
societies that the spirit of fraternity should be strong enough 
to overcome any feeling of injustice among the members and 
to induce them to make good deficiencies. In truly benevolent 
organizations this fraternal feeling has proved a valuable aid 
in sustaining societies that were financially embarrassed. 
Both in Great Britain and America, associations which, 
measured by ordinary mercantile standards, would be pro- 
nounced hopelessly insolvent, have been carried along for 
years through the loyal support of their members. Such was 
in fact the condition of many of those British associations 
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which were finally rescued and placed on a sound basis 
through the adoption of correct principles. 

And just here I wish to speak of a class of associations in 
this country which are often confounded with the fraternal 
society and whose disastrous records in the past have done 
much to bring reproach on these associations. I refer to a 
certain class of assessment companies, organized on somewhat 
similar lines, whose premiums were collected in the shape of 
assessments, but which were in reality nothing more than 
ordinary life companies, carried on for profit on the assess- 
ment principle. There were no real fraternal features in their 
make-up nor fraternal feelings among their members, who 
were solicited and joined solely for the purpose of securing 
insurance on what was claimed to be cheaper terms. Many 
of them were conducted in an honest belief that the principle 
was sound. As business institutions their history has been 
so replete with failures, that they have evoked the severest 
condemnation on the part of state officials and called forth 
restrictive legislation. Their system has since been admitted 
to be fallacious by its most intelligent former supporters, and 
those of them Which remain have for the most part abandoned 
or altered their assessment methods. 

It is almost needless to say that they are not included in 
the subject of the present lecture. I refer to them chiefly 
as illustrations that the assessment methods of the fraternal 
society have proved fallacious when applied to mere business 
companies in which the principles of fratemalism were absent 
>/ Another favorite argument has been that inequalities 
between the members on account of differences in age would in 
a measure correct themselves as each member in turn passed 
through the successive ages. But this is assuming that each 
entered at the same age and survived and retained his mem- 
bership to the end, none of which are true. Experience has 
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shown that ordinary selfish business instincts influence the 
members even in the most fraternal of these associations, 
and that new members can neither be procured nor existing 
members retained after finding that it is to their interest to 
drop their connection. 

Various plans have been proposed or adopted by the socie- 
ties from time to time in order to remedy these conditions. 
Assessments monthly or at other fixed periods have now been 
substituted for assessments on the death of a member. 
Emergency and mortuary funds have been accumulated to 
meet deficiencies, but generally wholly inadequate for the pur- 
pose. Diminishing benefits at the older ages have been pro- 
posed. Assessments graded according to the age at entry 
but remaining fixed thereafter have been tried, and this is 
the present method adopted by a large number of these 
societies. Assessments increasing with each age attained by 
the member have been proposed. As a compromise, assess- 
ments increasing with each ten years, known as the step-rate 
plan, have been reconmiended, as have assessments increasing 
with each age attained by the member and covering the cost 
of his insurance for that year, known as the natural premium 
plan, but the trouble with this last is that the cost becomes 
too heavy for the older members to carry. A few have 
actually accepted the better class of British friendly societies 
as their models and have undertaken, like the regular compa- 
nies, to charge a level assessment rate fixed according to the 
age at entry and which will be large enough to accumulate a 
reserve that will meet the increased cost of insurance at the 
older ages or that modified form of the same referred to as 
the step-rate plan. 

This is the plan now advocated both by the most intelligent 
advisers of these societies and by state officials. It is the plan 
which many of the best of these societies are considering or 
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proposing to adopt. It would seem to be the only true solu- 
tion of the difficulty. Their insurance business in order to 
be permanent must be conducted on the same mathematical 
principles as that of ordinary life companies. This does not 
mean that it must in all respects conform to the methods 
applicable to the latter. The business of the ordinary com- 
pany is carried on for profit. Its policy-holders are like the 
creditors of any other corporation. The contract is a rigid 
one and the premiums are fixed ; its , commercial security 
demands that both the premium pajrments and reserve funds 
shall be in excess of the probable needs, in order to meet the 
uncertainties of the future. 

With the fraternal society the case is different. The insur- 
ance which it promises is either simply a maximum sum 
whose actual amount may be reduced by inability to pay, or 
additional assessments may be levied to make good the defi- 
ciency. The conditions which would make an. ordinary life 
company commercially insolvent and lead to its closing, may 
simply cause increased assessments or reduced benefits in the 
case of the friendly society. The fraternal ties of the mem- 
bers help to hold them together in case of adversity. 

The great aim of these societies is to furnish insurance 
at the least possible immediate outlay to their members, and 
to avoid the expenses incident to insurance as a business. 
Hence their paid officers and agents are as few as possible. 
The salaries needed for expert talent are usually wanting. 
The work is largely carried on through the members them- 
selves and their lodge system. Their equipment for conduct- 
ing the society as a financial business corporation is limited. 
Surplus in the sense of business profits is regarded as foreign 
to their character and the accumulation of funds beyond 
what is absolutely needed is discouraged as a temptation to 
extravagance as well as an additional tax on the members. 
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Dividends of surplus profits to the members are not allowed. 
Any supposed excess of funds is met by reducing the assess- 
ments and any interest which a member might have in those 
funds is lost on his withdrawal. He has no right to claim a 
surrender value as in the ordinary company on giving up his 
certificate. 

You note how in all these features the idea of fratemalism 
distinguishes these societies from ordinary life companies. 
They enter directly into the question of the proper remedies 
for their defects. The failure on the part of many officials 
and life insurance experts to properly appreciate them has 
been one of the difEculties in the way of reform. A premium 
rate adequate to the risk and a reserve adequate for future 
deficiencies in the life insurance sense would seem to be 
essentials if they are to furnish an3rthing more than mere 
temporary or term insurance. But it does not follow that this 
rate must be computed on a table of mortality heavier than 
their own experience nor that it must be loaded with a margin 
for contingencies and expenses like that of the ordinary life 
companies. Nor does it follow that their reserve funds as in 
the case of ordinary companies should be in excess of their 
obvious needs. It would seem essential too that, as in the case 
of our ordinary companies, official valuations of their assets 
and liabilities and balance sheets of their accounts should be 
required. It does not follow, however, that the same measure 
of supervision and control over their affairs should be exer- 
cised by the state authorities, since they are not ordinary 
business corporations nor subject to commercial insolvency 
in the strict sense of the word. It is held by many that the 
functions of the state are ended when, as in Great Britain, 
such valuations and balance sheets are published and the mem- 
bers are left with a knowledge of the facts to deal with their 
societies as they will. These are all controverted questions 
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on which I hesitate to express any decided opinion. When, 
however, a society has become so mismanaged or its affairs 
have become so hopelessly involved that its ruin is inevitable, 
the state should at least have power to prevent a further 
increase of its membership. 

In new societies the needed reforms are comparatively easy. 
But many of these societies have been years in existence. 
The increase of their rates to an adequate figure at the older 
ages means a heavy burden on their older members which 
some would be unable to bear. Hence these members are apt 
to favor the inequalities of present methods. Otherwise, they 
say, we shall be driven out. On the other hand, the young 
member argues that the societies are for the benefit of those 
with dependent families. The families of the old are no longer 
dependent and the young should not be forced to pay for their 
insurance. 

Most of the reforms thus far attempted have been a com- 
promise between these two views. The rates have from time 
to time been increased, especially at the older ages when 
deficiencies arose that actually compelled it, but never to an 
adequate figure, and as the ages continued to increase new 
revisions were made. In some of the older societies such a 
system of compromise may be the only solution of the problem 
unless their old members are to be driven out or their ability 
to secure new members is to cease and the society is allowed 
to collapse. But even then the difficulty will be to so regulate 
the inequality between the groups that additions to the young 
membership can be kept up until such time as the rates can 
step by step be finally raised to an adequate basis. 

The hardest task of all has been to educate the members 
up to these needed reforms, which mean to them heavier 
assessments and an insurance more costly than was promised 
when they joined. The insurance officials of our various 
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States and the best representative men of these societies them- 
selves are now earnestly striving both through legislation and 
through the education of the membership to solve the difficult 
problem. The laws regarding these societies to-day are little 
else then mere rules for their organization and management 
No provisions for securing their permanent solvency are 
made as in the case of our ordinary life companies. In most 
of the states they are left to run their own course. Their 
members as a body are exceedingly jealous of attempts by 
legislation to increase the cost of the insurance which they offer 
or in any way to reduce their popularity or their freedom of 
action. Through the ballot box they stand ready by their 
numbers to defeat any attempted laws which they believe to 
be inspired by a spirit of antagonism. Any attempted legis- 
lation for the regulation of these societies to be successful 
must be framed in a friendly attitude with a recognition of 
their rights as mutual clubs to regulate their own affairs 
within proper limits. 

Now a few words in conclusion concerning the character 
of the insurance offered by these societies. In essential re- 
' spects it is widely different from that furnished by our regular 
companies. In the first place it is strictly benevolent in its 
character and limited to the members and their dependents. 
It aims to relieve the necessities of these in a way more 
effectual than the random charitable assistance furnished by 
ancient associations. It needs for its success that the members 
should be bound by a spirit of real fraternity to their associa- 
tion, and not use their membership as a mere cloak for ordi- 
nary insurance purposes. It needs that the members should 
be actively interested in the affairs of the society and should 
be ready to bear their share of the burdens in case of errors 
in its management. Their fraternal bonds are the chief sub- 
titute for the commercial security required of an ordinary 
business corporation. 
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To that large class in the community whose instincts and 
tastes lead them to seek insurance protection from such socie- 
ties they aim to offer that protection at the smallest immediate 
cost The work is done chiefly by the members. Expenses 
are reduced to a minimum. No dividends are provided for 
and the assessment rates are reduced to the lowest figures. 
These are the strong points urged by its advocates. Fraudu- 
lent claims too are less likely where the members take a per- 
sonal interest and for that reason these societies, in theory 
at least, should be peculiarly adapted to deal with sick and 
accident risks where fraud is a special danger. 

On the other hand, this insurance must of necessity lack 
those elements of commercial security which attach to the 
ordinary life company as a business institution conducted by 
experts protected by large cash accumulations and regulated 
by laws enacted with a view to permanent solvency. Until 
at least the reforms referred to have been carried out, this 
insurance can hardly be regarded as of more than a temporary 
character covering the younger and more productive years of 
life, with the contingency that the cost at old age may prove 
too heavy to be borne or that inability to keep up its member- 
ship may cause default. In view of the fact that the whole 
machinery of these societies is organized on a benevolent 
rather than a business basis, it has been seriously questioned 
how far they should attempt to grant endowments or large 
life insurance benefits which involve investments of capital for 
the beneficiaries rather than a simple relief from misfortune. 

I believe that their work should be confined within their 
legitimate sphere and that associations, whether incorporated 
or not, should not be permitted to organize and conduct their 
affairs as benevolent societies while they are merely seeking 
through this #de vice to sell ordinary life insurance to the public 
Those who wish to purchase life insurance policies as they 
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would purchase ordinary stocks or bonds as a pure business 
investment, who desire insurance contracts which shall be 
commercial and marketable in their character and who care 
nothing for the iifstitution which may furnish them, should 
seek their protection from the ordinary companies that deal 
with insurance simply as a business. 

The numerous failures among these societies in the past 
and the disappointments resulting from the errors in their 
management have called forth severe criticism and even con- 
demnation of the system itself from many quarters. This has 
been largely aided by the disastrous operations of organiza- 
tions which were In reality life companies carried on for 
mere business purposes but employing the methods of the 
fraternal associations. Despite the failures it must be 
remembered they have furnished temporary protection to 
millions of families and have distributed hundreds of millions 
among the needy dependents of their members. It should be 
said too that, carrying small accumulated funds, the actual 
moneyed losses have been small compared with the failures. 
The gravest loss has been the disappointment of those whose 
protection failed at an age when they could no longer afford 
to purchase fresh insurance. 

Despite their defects these societies are doing a great and 
responsible work among those who prefer the form of protec- 
tion which they offer. The communal spirit which created 
the ancient clubs of Rome and the guilds of more modem 
Europe has been strength^ed by the antagonistic spirit of 
selfish individualism whidi characterizes our commercial age. 
Fraternal insurance should be dealt with as an evolution of 
these more primitive societies that is here to stay, backed by 
the votes, if need be, of the millions who support it; but 
calling as in Great Britain for beneficent laws and the intelli- 
gent cooperation of its membership to remedy its defects. 
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Industr ial Insur ance 
its history in england and 

AMERICA 

BY HON. JOHN F. DRYDEN 

Industrial insurance is of comparatively modem origin in 
this country. All forms of life insurance are the result of 
slow development in theory and practice, but for Industrial 
insurance it may be claimed that it is the outgrowth of ages of 
experiments to provide, by an effective and absolutely certain 
method, for the most simple needs of the mass of the popula- 
tion at the hour of death. The mass of the people are con- 
fronted by the fact that death means a large expense, usually a 
burdensome debt, to meet the cost of burial, or a heavy draft 
on slender savings, the result of years of abstinence and fore- 
sight, or the alternative of state or private charity. However 
remote the chance of death may appear at times, it is an 
ever-present contingency, for which an effective provision has 
become a necessity of civilized life. 

Industrial insurance is so called because the system is pri- 
marily designed to meet the needs of wage-earners employed 
in manufacturing industries, and the weekly premium pay- 
ments coincide with the weekly pa3rment of wages and salaries. 
The premiums are from five cents to seventy cents a week. 
The system provides for family insurance on a comprehensive 
plan, and every member of the family at ages one to seventy, 
if in good health, is insurable. The weekly premiums for 
a family of five average about thirty-five or forty cents, being 
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respectively ten cents each for the father and mother and 
five cents each for the children. The amounts of insurance 
vary with age, but average about one hundred and fifteen 
dollars. For children under ten the average is thirty dollars 
and for persons over age ten one hundred and fifty dollars. 
The system is sufidciently elastic to meet the needs of the 
most humble laborer, even though advanced in years, as well 
as the requirements of the more prosperous mechanic or 
skilled workman, able to pay premiums for enough insurance 
to provide for more than the immediate needs of his family 
after his death. The premiums are collected weekly from 
the houses of the insured by authorized agents, who also 
solicit for new insurance. While the collection of weekly 
premiums necessarily increases the cost of insurance, the 
difference is relatively small when the convenience of this 
method is taken into account. Attempts, especially by the 
British government, to transact a weekly payment system of 
life insurance without collectors, have failed. Attempts to 
transact a life insurance business on the monthly payment 
plan have not been successful on any considerable scale. 
These are the simple elements of a business which has grown 
to immense proportions during the twenty-eight years since 
The Prudential Insurance Company of America, was organized, 
in 187s, as the first American company to transact this form 
of life insurance in this country. The total number of Indus- 
trial policies in force in the United States on January i, 1904, 
was approximately 14,625,000. 

Industrial insurance had its origin in England, and the 
evolution of the business can be traced backwards by an 
unbroken record through Friendly Societies and Burial Qubs 
to the Trade and Craft Guilds of the fifteenth century. The 
development was the inevitable result of economic laws mak- 
ing for a higher degree of efficiency and security in social 
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institutions. This is not the place, however, to go into the 
history of these interesting associations for social betterment 
under different conditions of life. They served their purpose 
at the time, but they would ill meet the conditions of the 
present 

In 1853 a comprehensive investigation was made by a par- 
liamentary committee into the practice of life insurance com- 
panies in England, and among other conclusions the com- 
mittee advanced the view that "the ground hitherto occupied 
by these useful institutions (life insurance associations) has 
been comparatively limited, and that their application is capa- 
ble of a great extension not only in the higher and middle 
classes of society, but also among the humbler classes, to 
whom it has recently been very considerably applied." 

Acting on this suggestion, The Prudential of London, organ- 
ized as an Ordinary life insurance company in 1848, made 
inquiries and ascertained that almost without exception the 
then existing so-called Friendly Societies and Burial Qubs 
were in an unsound financial condition, while many indeed 
had failed with disastrous results to the people they were 
supposed to benefit. A modest attempt had been made to 
transact the business of life insurance for wage-earners on 
a commercial basis, but the results had not been very encour- 
aging. The Prudential, however, realized the immense oppor- 
tunity to extend the principles of life insurance to the broad 
field of workingmen's insurance in general. On the recom- 
mendation of the best available actuarial talent, required for 
the construction of tables and plans, and after purchasing the 
existing business of a few small companies, The Prudential, 
in 1854, commenced the business of industrial insurance, des- 
tined to make it the foremost life insurance company in the 
world. 

During the fifty years which have passed since the intro- 
duction of industrial insurance the business has been extended 
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to almost all civilized countries with more or less success, 
but the development has been the greatest in English-speaking 
countries, and there are now more than forty millions of 
Industrial policies in force in the world. Of this number over 
one-half are in force in the United Kingdom, about four 
millions in Germany, and not far from one-half a million in 
Australia. 

There are now in force in this country almost fifteen million 
industrial policies, or with five persons to a family, it would 
appear that about three million families in the United States 
are insured with Industrial companies for sums which range 
from $15.00 to $1,000. When we take into consideration the 
fact that there are about fifteen million families, we have it 
that at present about one family out of every five is financially 
interested !n the success and future of this form of life insur- 
ance in the United States. When we further consider the 
fact that the total number of savings banks' depositors is only 
about seven millions, although we have had savings banks 
since the beginning of the nineteenth century, and industrial 
insurance for only a little more than one-fourth of that period, 
you will agree that industrial insurance is a social institution 
of great magnitude. 

The ofl&ce practice of industrial insurance is in a general 
way almost identical with the practice of an Ordinary com- 
pany, using that term in a technical way, and nearly all of 
the Industrial companies transact, in fact, an Ordinary busi- 
ness as a complement to their particular system of family 
insurance on the weekly premium payment plan. The essen- 
tial points of difference arise out of the vast number of neces- 
sary office transactions resulting from the weekly collection 
of premiums from the houses of the insured and the character 
of the class of risks assumed under industrial policies. It 
would carry us too far to discuss, even in a general way, the 
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ofEce and field administration of an industrial company, and 
my remarks are limited to essential points. 

First. The calculation of premium charges for both infan- 
tile and adult risks is upon an actuarial basis derived from 
trustworthy mortality tables. The premiums vary with age, 
but there are practically no restrictions as to occupation or 
residence. Careful inquiry is made as to the moral character 
of the risks assumed. 

Second. The collection of premiums from the houses of 
the insured is made by authorized collectors, or agents, who 
are under a most effective system of supervision, supplemented 
by an audit system of weekly accounts and debits and credits, 
by which defalcation, fraud, and intentional errors, are made 
difficult and, generally speaking, impossible. Every policy- 
holder has a premium receipt book in which the weekly pay- 
ments must be entered by the agent, while at the same time 
a corresponding entry is required to be made in the agent's 
collection book. The system has worked so well that during 
the half-century since industrial insurance has been in opera- 
tion no important alterations have been made in this branch 
of office practice. 

Third. To every person insured a policy is issued which in 
all essentials conforms to the contract issued to Ordinary 
policy-holders. The language used is so plain and free from 
confusing technicalities that it is seldom indeed that there 
are controversies or misunderstandings between the company 
and the insured. The contract provides for a definite sum 
payable in the event of death in return for a definite weekly 
premium, but in addition certain privileges and options are 
granted to the insured, which provide for a paid-up policy 
after three years, for additional benefits after five years, for 
cash dividends after fifteen years, and for cash surrender 
value after twenty years. 
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Fourth. Every policy contains a provision that all pre- 
miums must be paid in advance on the Monday of the week 
for which they are due. In the event of a policy being more 
than four weeks in arrears for non-payment of premiums, the 
agent is required to report the policy for lapse. Most of the 
lapses of Industrial policies occur during the early weeks of 
policy duration, when only a few premiums have been paid. 
Policies can be revived without difficulty provided the arrears 
do not exceed one year, but it is required that the applicant 
for revival pass a medical examination, or furnish other evi- 
dence of b^ing in good health. There are no fines and every 
facility is granted to keep the policy in force. If the arrears 
exceed thirteen weeks the policy may be revived without the 
pa3rment of arrears, but in place thereof a non-interest-bearing 
lien will be issued, the amount of which is deducted, in the 
event of death, from the face value of the policy. 

Fifth. In the event of death every effort is made to pay 
the claim as soon as possible to carry into effect the general 
intent of Industrial insurance, to provide for the burial 
expenses of the insured. The proof of death, however, 
requires to be supplemented by documentary evidence — ^a. 
claimant's certificate; b. certificate of identity; c. certificate 
of the superintendent or assistant superintendent; d. certifi- 
cate of the undertaker ; e. certificate of the attending physician. 

Sixth. The agency system of industrial companies is in 
a measure unique and deserving of special mention. A large 
number of agents are necessarily required to conduct the 
office and field operations of a company insuring millions of 
risks, for I may say in passing that 95 per cent, of the entire 
industrial business is carried on by three companies. The 
office organization consists of a large number of departments, 
which cannot very well be dealt with on this occasion. I 
have elsewhere, in a paper on **Life Insurance as a Career," 
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elaborated upon this part of my subject. The field operations 
require a superintendent in charge of a district, who has the 
assistance of a number of assistant superintendents, under 
whom is an agency force that varies in number according to 
the size of the territory. On an average an agent collects 
from about five hundred to six hundred policy-holders, but 
his compensation is so adjusted that it is necessary for him 
in addition to solicit for new business. By this means it is 
to his pecuniary interest to prevent the lapsing of policies 
and to increase as far as possible the number of policies in 
force. The amount of collectible premiums is called the 
"debit," and the agent is held responsible for the condition 
of his accounts. His books and papers are periodically 
inspected by assistant superintendents, who have a thorough 
knowledge of the business and are personally familiar with 
all the insured, so that in the event of the resignation or 
death of the agent there is no interruption or intermission in 
the collection of the weekly premiums. 

We may now consider the place of industrial insurance in 
practical economics. President Hadley very properly draws 
a distinction between public and private wealth, and points 
out that "the growth of material wealth depends upon causes 
far deeper and more profound than those that the statesman 
can control." In life insurance we have a species of material 
wealth representing more than two-and-a-quarter billions of 
accumulated funds as security for the faithful discharge of 
promises made and obligations incurred, and in addition a 
vast amount of economic security resulting from the success- 
ful elimination of a risk inherent in the uncertainty of life. 
May we not properly speak of life insurance, and in particu- 
lar of industrial insurance, as "public wealth" in the true 
and complete sense of President Hadley*s definition? He 
insists upon the supreme importance of security and the 
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institution of property, to render possible the progress, social, 
moral and economic, of the race, for it is only by accumulated 
wealth that men are more or less removed from the imme- 
diate and destructive pressure of poverty. While, no doubt, 
much of human poverty is unavoidable and inherent in the 
very constitution of society, a vast amount of existing misery 
is preventable by the development of right habits of saving 
and insurance — ^by frugality and intelligent industry. Absti- 
nence from the immediate use of money as soon as earned is 
of the utmost importance in the economic development of 
the people. No other means have yet been discovered to 
insure the economic security of the masses as effectually as 
by insurance. Hadley well says that "Great evils arise from 
trusting too much to Providence and not making a distinct 
personal effort to meet the contingencies of life," and no 
method has jret been devised by which the contingency of 
death, especially of premature death, can be better provided 
for than by life insurance. While the sphere of industrial 
insurance is limited to security against relatively small losses, 
they are large indeed when considered from the viewpoint 
of the masses who consume their weekly wages almost as 
soon as earned. 

The place of life insurance in social economics is most 
important. The accumulation of capital, the struggle of the 
masses for property and economic independence, the pos- 
sibility of a more equitable and general distribution of wealth, 
are all problems which rest fundamentally upon the power 
and habits of the people to save. But saving habits are 
acquired only with g^eat difficulty and the ordinary savings 
bank is far from being the evidence of workingman's thrift 
which it is often assumed to be. Mr. Carroll D. Wright 
estimates that not more than one-half of the sum on deposit 
with savings institutions represents accumulations of wage- 
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earners, the remainder being the investments of the relatively 
well-to-do. Industrial insurance serves t>oth an economic and 
a social purpose. It is the most effective, even though perhaps 
the most elementary, education in thrift which has yet been 
developed. The weekly premium payments develop systematic 
habits of saving and lead to the accumulation of millions which 
but for this method of insurance would be expended largely 
for needless and often for vicious purposes. The usual method 
of accumulating savings banks' deposits is in marked contrast 
to industrial insurance premium payments, in that as a rule 
deposits are made at irregular intervals and not in the small 
sums which represent true foresight, frugality and abstinence 
from needless expenditures. 
^ The weekly premium payments soon become a habit of life, 
even with the young, who in time learn to pay for their own 
insurance the five or ten cents a week necessary to meet the 
expense. The education in thrift, however, does not end here. 
Systematic habits of saving are developed which have their 
effect in other directions, and the conclusion is quite in 
accordance with our experience that general saving habits, 
accumulations in savings banks, or payments for building 
loans, follow industrial insurance rather than precede it, and 
are most widely diffused among the people where industrial 
insurance is most general as a mode or method of family 
protection. For illustration, in this country, Philadelphia and 
Dayton, Ohio, are often referred to as cities in which build- 
ing and loan associations have made most progress, but they 
are also cities in which industrial insurance is most general 
as a method of family insurance. In England, it is claimed 
on good authority that school savings banks and penny provi- 
dent funds have been most successful in Manchester, Liver- 
pool and Birmingham, but these are also the cities in which 
industrial insurance is almost universal, so much so that at 



Digitized by 



Google 



YALE INSURANCE LECTURES. I93 

kast four-fifths of the entire population hold industrial 
policies. 

Industrial insurance is not only of great value as an aid to 
the development of general saving habits and the accumula- 
tion of property, but it is a contributory agent of great impor- 
tance in the progress and public appreciation of other forms of 
insurance — Ordinary life, fraternal, accident, fire, etc Indus- 
trial insurance has enormously extended the field of other forms 
of insurance by familiarizing the mass of the population with 
the elementary principles and beneficial results of a method of 
life insurance especially adapted to special needs. It came into 
existence in the United States at a time when public faith in 
financial institutions, savings banks. Ordinary life insurance 
companies, and especially so-called workingmen's insurance on 
the cooperative plan, was profoundly shaken by panics and 
financial depressions and evidences of mismanagement and 
fraud. It has kept faith with the people, and every promise 
made has been faithfully performed. Security, stability, per- 
manency has been the watchword, and no social institution 
of to-day is established on a more scientific and trustworthy 
theory of mortality and finance than the vast structure of 
industrial insurance with its forty millions of policy-holders 
in different parts of the world. It is not going too far to say 
that this method of life insurance protection forms to-day one 
of the most effective measures making directly or indirectly 
for accumulation of property. However small the premium 
payments and however small in many cases the individual 
returns, the fact remains that fifty-two times a year payments 
are made, and these lessons in thrift and accumulation are 
taught and brought home to an element of the population 
which is most in need thereof. 

We often hear the old complaint that there is no real 
progress, but only a shifting of wealth, by which the poor 
13 
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are made poorer and the rich grow richer. Relatively this is 
true, for, by contrast, in a more advanced society the condi- 
tion of the very poor becomes more striking and apparently 
less necessary. Actually, however, our progress during the 
past half-century has been real and of vast benefit to the mass 
of our population, who in an ever-increasing proportion are 
attaining a relatively high degree of economic security and 
social wellbeing. The object of all thrift agencies is to aid 
persons to become savers in the first instance and to accumu- 
late a fund for future contingencies, but, second, "that they 
may have the consciousness of being removed (by their own 
efforts) from the burden of relief receiving." 

Industrial insurance provides a sum certain, from $15.00 to 
$1,000, at a time when in many households no ready money 
is otherwise available for the expenses incident to death and 
the last illness. The problem reduces itself to the necessity 
that the burial of the father or the child must be paid for, 
that it will cost at least from $15.00 to $100, and that this 
sum must be provided for either by the convenient method 
of industrial insurance or by a draft upon a possible sum 
accumulated during years of careful husbandry of slender 
resources or by incurring a non-productive debt with the 
undertaker and the doctor. With the last as the alternative, 
it is an open question whether an undertaker can be found 
who will take the risk, and there will often be no escape from 
the necessity of an appeal to the public poor fund, or private 
charitable relief. The poor have their standard of life and 
customs as thoroughly established as the well-to-do or the 
rich, and however humble their station they prefer the burial 
of their dead at their own expense in a manner which to them 
represents the common decencies of life. Deep at the root of 
the problem of life insurance for the poor lies their abhorrence 
of a pauper burial and their willingness to provide out of 
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present savings for a future contingency, and the ever present 
possibility of premature or unexpected death. As the result 
of the introduction of industrial insurance into the United 
States, which now returns to policy-holders about $25,000,000 
per annum, in the payment of claims alone, the relative number 
of pauper burials has been materially reduced during the 
past twenty years. On the basis of a conservative estimate 
there would be 25,000 more pauper burials per annum in 
American cities if this system were not in almost universal 
operation. From a moral and sentimental point of view, 
therefore, the value of industrial insurance as making for a 
higher standard of family life cannot be overestimated. It 
certainly is a matter of considerable importance in the life 
and struggle of many who are on the very verge of pauperism 
and dependency to know that at the end of their earthly 
difficulties they will not be cast away in a potter's field. 

But the good effect of industrial insurance as a direct means 
of reducing pauperism does not end here. In many instances 
a sufficient sum remains, after the payment of funeral and 
doctor's bills, to establish the widow in some kind of business, 
on a small scale, but sufficient to provide the necessary means 
for herself and children. As a rule there will be other 
savings available, for, as I have already said, industrial insur- 
ance suggests the advantage and importance of other forms 
of investment and encourages economy in family expenditures. 
How far the burden of poor relief, indoor and out, is dimin- 
ished cannot be stated with even approximate accuracy, but 
we have some very significant data for certain states and cities 
which indicate that, regardless of a large immigration, there 
has, during recent years, been a relative and substantial 
decrease in the number of paupers and the amount paid for 
poor relief. 

The indirect results of industrial insurance are, therefore, 
of very considerable importance. Just as the vast accumula- 
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tions in savings banks are to a considerable extent the 
aggregate of a large number of small deposits, so in industrial 
insurance the assets of about one hundred and fifty million 
dollars held as reserve and surplus represent a vast amount 
of capital as the result of small weekly payments which 
average about ten 'cents. These accumulations do not stand 
for idle capital but for public wealth in the complete sense 
of the term. It is wealth made available for the conduct of 
general business, of active enterprise, and other social and 
economic; ends. Of the two billions of assets held by Ameri- 
can life insurance companies, 75 per cent, are invested in 
stocks, bonds and mortgages, 8 per cent, in real estate, 6 per 
cent, in loans on policies, and the remainder in other forms 
of investment and as cash in bank. The absolute necessity 
for life insurance companies to earn a certain rate of interest 
on their investments makes it of the highest importance that 
the assets should be constantly employed in profitable enter- 
prises, thus increasing materially the national prosperity and 
social security of the people. 

I do not go too far, then, when I hold that the indirect 
results of this form of insurance with its habits of systematic 
savings are at least equally as important as the direct results 
represented by the annual pajrment of over $25,000,000 in 
claims, etc., to Industrial beneficiaries. The creation of capital 
by this method of insurance is indeed of far-reaching impor- 
tance, even to the laborer or wage-earner whose economic 
security and opportunity for emplo3rment is enhanced by the 
real amount of capital thus made available for increased 
production. There is no more generally accepted postulate 
in economics than that "in proportion to the incr^se in capital 
the share of the annual product falling to capital is aug- 
mented absolutely but diminished relatively, while the share 
falling to labor is increased both absolutely and relatively." 
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Considered from this point of view alone, industrial insurance 
makes for a more general and equitable distribution of wealth. 

The success of industrial insurance may be summed up 
in a remark made by Abraham Lincoln that "with public 
sentiment on its side everything succeeds — ^with public senti- 
ment against it nothing succeeds." This system of family 
insurance forms an integral part of the domestic economy 
of the American people. Organized in the State of New 
Jersey, the progress in local development has been most com- 
plete in that state and in the adjoining states of New York 
and Pennsylvania. In New Jersey there are now about 
1,500,000 industrial policies in force, representing about 65 
per cent, insured population. In certain sections of Newark, 
of New York City, of Philadelphia, and other large cities, 
the system is so general that from 75 per cent, to 95 per cent, 
of all insurable persons hold industrial policies. 

We have made a number of investigations to ascertain 
the actual extent of industrial insurance in various cities and 
there is one significant fact which we have learned, especially 
in and around Newark, that the proportion of population 
insured on the industrial plan is somewhat higher among 
those who own their own homes than among those who do 
not. Whether as cause or effect, the fact remains that 
the progress and development of the business has been most 
satisfactory among the thrifty and stable element of our 
industrial population. We can go further and say that 
policy-holders are in other respects a superior class. For 
illustration, we find by our mortality statistics that the 
death rate of insured children is less than the normal 
mortality in the general population as determined by the 
Census. Our percentage of deaths from intemperance and 
alcoholism is less than the expected by the general standard 
of mortality, and finally, we find that our ratio of deaths from 
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homicide and suicide is below the average for the country at 
large. I mention these facts, which are supported by 
irrefutable evidence, to show that there is a close relation 
between industrial insurance and the progress and wellbeing 
of the industrial population, and that the policy-holders repre- 
sent a more thrifty, more temperate and more law-abiding 
element than the uninsured. 

It remains for me to speak of the evolution of industrial 
insurance and the adaptation of the business to new conditions. 
When established in 1875, the financial and industrial condi- 
tions were such as to call for an elementary form of life 
insurance with absolute security as the first consideration. 
By slow degrees public confidence in insurance and financial 
institutions was restored and as early as 1881 it became neces- 
sary to issue a special policy for the round sum of $500 to 
meet a distinct and increasing demand from the superior 
element of our industrial population. By 1886 the insurance 
education of the masses had gone far enough to make it seem 
advisable, and in fact necessary, to establish an Ordinary 
department. That was less than twenty years ago, but during 
the intervening period the three industrial companies which 
transact 95 per cent, of the business in this country have built 
up a vast Ordinary business, with about 720,000 policies and 
$800,000,000 of insurance in force. At least one-half of this 
sum, and perhaps three-fifths, represents Ordinary insurance 
on the lives of wage-earners, or persons in positions or situa- 
tions practically outside of the field of the solicitor for exclu- 
sively Ordinary companies. The number of persons insured 
with industrial companies for both industrial and Ordinary 
is indeed quite large and constantly increasing. The indus- 
trial policies are held for the payment of expenses incident 
to death, the Ordinary for family protection, child education, 
and other purposes of social and economic importance. 
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Coincident with the progress and evolution of Industrial insur- 
ance there has been a material improvement in the industrial 
policy contract, which to-day contains all the essential and 
important provisions and privileges of the regular Ordinary 
policy. Thus we see how close the relation is between the 
two forms of insurance and how important Industrial insur- 
ance is as an education in general insurance theory and prac- 
tice, making gradually but with certainty for the social and 
economic security of the people. 

If there is any one thing that "social classes owe to each 
other" it is that all shall aim and work to diminish the need- 
less suffering and unnecessary burdens of those for whose 
wellbeing and future protection we are individually or socially 
responsible. The mass of our population is engaged in a 
heroic struggle to escape from poverty to relative economic 
and social freedom and whatever contributes toward this 
much-to-be-desired end is deserving of sympathetic considera- 
tion. I believe that in industrial insurance we have a most 
valuable aid in this determination for social betterment on a 
large scale and the evidence is conclusive that a vast amount 
of direct and indirect good is accomplished by this elementary 
but effective form of thrift. During the almost thirty years 
since industrial insurance has been in active operation in this 
country, gradual but constant progress has been made toward 
a higher degree of social efficiency, so that we may hopefully 
look forward and anticipate a time when this form of insur- 
ance will be indeed a social institution of universal utility, 
in every respect a far-reaching power for good, directly to the 
people and indirectly to the nation. I believe that the evi- 
dence warrants the conclusion that industrial insurance makes 
first for private wealth and second for public wealth, as well 
as directly and indirectly for the all-important aim and end 
of a higher degree of security for the industrial population 
of this land. 
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Regulation of Life Insurance 

in the united states and foreign 
countries 

BY HON. JOHN A. McCALL 

I do not suppose the lecturers in this course are expected 
to read essays upon any phase of the business, nor to set 
before you such details as more properly belong to the text- 
book. Our task is, I take it, rather to point out the general 
trend of subjects under consideration, and refer you to other 
sources for fuller details, and more thorough discussions of 
the facts and principles involved. 

The regulation of life insurance, in some form, is as old 
as life insurance itself, for — ^barring a few cases of individual 
underwriting — it has always been done by corporations, and 
corporations, being creatures of the state, have always been 
in some degree regulated by the state. The earliest statute 
in regulation of life insurance in the State of New York was 
an act requiring all moneyed corporations to report to the 
comptroller, and declaring that a corporation authorized 
by law to make insurances was a moneyed corporation. Before 
any general laws were enacted with respect to life insurance, 
it was regulated by the charters of the companies themselves, 
which defined their scope, prescribed methods of procedure, 
and were granted subject to the right of the legislature to 
alter or repeal the same. 

To show the successive steps by which the present system 
of regulation has been established would lead us far afield. 
It is sufiicient for our present purpose to say that, beginning 
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with the act already referred to in New York, in 1828, and with 
a resolve of similar import by the Massachusetts General 
Court, in 1807, a body of law gradually grew up in these two 
states for the regulation of life insurance, until it was deemed 
advisable to commit the execution of it to a separate govern- 
mental department. The Massachusetts Insurance Department 
was created in 1855, and the New York Department in 1859. 
The course of events in other states followed that in these two, 
until at the present time there is no business, except that of 
banking, that is so thoroughly regulated by law as the business 
of insurance. 

In about two-thirds of the states and territories of the Union 
there is a special officer charged with the duty of supervising 
insurance companies, who is designated the insurance com- 
missioner or the superintendent of insurance; in other states 
and territories either the secretary, the treasurer, the comptrol- 
ler, or the auditor of the state is, ex-officio, insurance com- 
missioner. One of the first steps in the regulation of the 
business was, as we have seen, that companies should make 
annual reports to an officer designated. The form of this 
report has been partly a matter of law and partly at the 
discretion of the supervising official. In the early history 
of the business this led to a great variety of report forms. In 
1871 was held the first annual convention of insurance officials, 
when a uniform blank was agreed upon. This form was modi- 
fied in 1875, so that reports should present a perfect balance 
sheet, and with slight amendments it has been continued until 
the present time. 

It may be well for us to pause at this point and consider 
the nature of life insurance, and the character of the regulation 
which would be appropriate to it. Life insurance is founded 
upon human longevity, and the accumulation of money at 
compound interest. All life insurance contracts are based 
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upon certain assumed rates of mortality among the insured 
and certain asumed rates of interest to be earned upon invested 
funds. The nature of the contract is such that the company 
needs to begin, in the first year of the insurance, to accumu- 
late a fund with which to meet it at maturity, and to con- 
tinue the accumulation until maturity. 

Now, if regulation of life insurance is to be of any value, 
it must look to such things as these: That a company is 
legally organized ; that a certain fund has been deposited with 
an officer of the state where organized, as an evidence of good 
faith; that it has on hand the funds required to make good 
its contracts already in force, according to a mortality table 
which is not likely to be exceeded, and according to a rate 
of interest that is likely to be realized ; and that its funds are 
invested in safe interest-bearing securities. As a matter of 
fact, we find that these were among the first things insisted 
on in the regulation of the business. 

Laws requiring reports to be made to some state officer, 
or to the legislature; laws designating what securities a life 
company might invest its funds in, and laws requiring a 
deposit in the state where the company was organized, were 
among the first enacted. For a time no standard of mortality 
or of interest was fixed by law ; then the supervising official 
was allowed to fix a standard; finally this also became the 
subject of legal enactment. The mortality table and the rate 
of interest to be used in valuing a company's policy liabilities 
were selected by the insurance commissioner in Massachusetts 
until 1861, and in New York until 1868. 

Here again we may pause and ask: Why supervise the 

insurance business any more than the dry goods business? 

f And here again we shall find the answer in the nature of 

.^the business. A life insurance company sells — ^not a com- 

ynodity which can be tested as to quality when sold, and the 
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whole transaction closed at once by delivery of the goods — 
but a promise to pay money upon the happening of a certain 
event The contract may mature in a few days, or it may 
run for half a century. The longer it runs the more it costs 
and the more valuable it becomes to the insured, who cannot 
withdraw at will without loss. Hence, the longer it runs the 
more important it is for the insured to know that it will 
be paid at maturity. There is also the danger of failing 
health making it impossible to replace the contract if the 
company fails. 

We have already seen that life insurance is founded on cer- 
tain assumptions as to mortality and interest. It is a well- 
defined system, and if honestly and judiciously administered 
within the limits proposed, it will not fail. But it is a com- 
plicated system, and the real condition of a life company can 
only be ascertained by a laborious examination made by 
experts. The state therefore undertakes to see that the life 
company carries out the system in the name of which it 
solicits public patronage. 

In order that you may see how far th^ system of regula- 
tion has been carried, I will introduce at this point a sum- 
mary of the more important things which are required of a 
life company in order to do business in all the states and 
territories of the Union. The following requirements are 
made by some states, and many of them are made by all : 

A life insurance company must file a certified copy of its 
charter and, annually, a statement of its business and con- 
dition on the 31st day of December next preceding, in such 
form as the insurance official of the state may prescribe. 

It must satisfy the insurance official of the state that it is 
lawfully Organized and has complied with the laws of its 
home state, and that it has on deposit with the financial officer 
of its home state securities worth at least $100,000; in some 
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cases additional deposits are required in the state where the 
company seeks to do business. 

It must procure from the insurance official, his certificate 
of compliance with the laws, and publish reports or abstracts 
thereof with the certificate, in the manner prescribed, and 
file evidence of such publication. Its annual statement must 
include data sufficient to enable state insurance officials to 
make a valuation of its policy liabilities, or it must furnish 
a certificate of such valuation from the insurance official 
of its own state. 

It must appoint a resident of the state its attorney upon 
whom legal process may be served; in some states such 
attorney must be appointed in each county where the company 
does business ; in some states each agent must be an attorney 
for service. 

It must furnish lists of its agents within the state, who 
must, in many states, be residents thereof; such agents must 
file copies of their appointments and procure licenses, and 
their books must be open to the inspection of tax officers. 

It must give bonds that it and its agents will comply with 
the laws and pay taxes as imposed, and reports must be made 
to tax officers of premiums received and schedules of policies 
in force. 

It must allow an examination of its affairs to be made when- 
ever deemed expedient by the insurance officials of the states 
where it does business, and pay the expense of such examina- 
tions. 

It must make its investments, as prescribed by law, in certain 
securities, and of the value of these securities and of the real 
estate owned by the company, the insurance official is made 
the final judge. 

^ It must file with the state official copies of all its policy 
forms; its policies must have attached thereto copies of all 
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documents referred to therein and made a part thereof; they 
must be so fully described in large type on their face that the 
holder shall not be likely to mistake their nature or scope; 
they must be subject to the courts of the state wherein the 
policy was issued : rebates of premiums or other discrimination 
between insurants of the same class or expectation of life 
must not be made; and some states restrict their own com- 
panies, in the matter of reinsurance, to one-half the amount 
of the risk, except by consent of the insurance official. 

It must require medical examinations, and the certificate of 
its medical examiner that an applicant was insurable according 
to the compan/s rules may bar the company from pleading that 
the insured was not in the state of health required by the 
company. 

It must pay all claims and judgments within a specified 
time; it must allow a specified time for the beginning of an 
action; if it pleads misrepresentation, it must deposit the 
premiums received in court prior to the trial of the case; 
statements made in an application must be deemed true after 
the lapse of a specified time; statements of the applicant are 
to be considered as representations and not as warranties; 
misrepresentations are not to void a policy unless the matter 
misrepresented shall actually contribute to the contingency or 
event on which the policy is to become due and payable; 
suicide is not allowed to void a policy unless it was con- 
templated when the insurance was taken; intemperate habits 
are not allowed to void a policy if such habits were gen- 
erally known where premiums were paid and the company 
continued to receive premiums on the policy. 

It must, unless its policies expressly contract otherwise, 
allow paid-up or term insurance in case of lapse after a 
specified number of annual premiums have been paid, and 
policies may not be lapsed for non-payment of premium 
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unless notice of the due date thereof shall have been given 
within a time prescribed. 

Although these requirements are numerous, and some of 
them ought to be unnecessary, yet, if they are carefully exam- 
ined, it will be found that they only insist that a life company 
shall be properly organized, that it shall be solvent, that it 
shall be obedient to the law where it solicits patronage, and 
that it shall carry out the theory of life insurance in a spirit 
of equity, without technical evasion or unnecessary delay. 

Doubtless there has been over-regulation with respect to 
the contract and the interpretation of it; but the excuse 
for this has been largely furnished by company managers 
who were too ready to exact the pound of flesh under stipu- 
lations that had been written in the bond for a good purpose, 
only to be used as instruments of injustice. 

A good deal has been said, first and last, in opposition 
to the regulation of life insurance by the state, and com- 
paratively little respecting the taxation of life insurance. In 
my opinion, the laws governing the taxation of life companies 
are more unequal, more unjust and more burdensome than 
all other laws enacted in regulation of the business. Accord- 
ing to a computation made covering the business of the New 
York Life Insurance Company in the United States for the 
year 1897, ninety per cent, of all the taxes was paid in states 
and territories having less than fifty per cent, of the business ; 
while in the year 1903, the amount of taxes paid by the same 
company, for the mere privilege of doing business, was more 
than the total amount paid for salaries of officers and em- 
ployees at the home office of the company. 

In an address of this kind, you will naturally expect 
something to be said on the subject of federal regulation of 
life insurance companies in the United States. One might 
make the reference as brief as the famous chapter on snakes 



Digitized by 



Google 



YALE INSURANCE LECTURES. 207 

in Ireland, by saying, There is no such thing as federal 
regulation of life insurance in the United States ; but, because, 
in my judgment, such regulation is eminently desirable, I am 
minded to say a word with respect to it 

At the time of the formation of the federal constitution, life 
insurance, as a business, had no existence in the United 
States, consequently no mention was made of it in that instru- 
ment. Congress was given power over commerce between the 
states, but the United States Supreme Court has held, in three 
several decisions, that neither fire insurance, marine insurance, 
nor life insurance is interstate commerce, and in the case of 
life insurance, the court went farther and held that life insur- 
ance is not even an instrumentality of commerce. The same 
court has recently decided that the right of a foreign corpora- 
tion to engage in business within a state, other than that 
of its creation, depends wholly upon the will of such other 
state, except with respect to business of a federal nature. If 
a state, therefore, chooses to exercise its full powers over 
other state life insurance companies, it need not stop short 
of absolute exclusion, and the companies have no remedy in 
the courts. Notwithstanding these several decisions, there are 
many who ably contend that they are not conclusive against 
the national regulation of insurance. They believe that these 
decisions are not final adjudications on the subject, and that 
insurance bears such relation to commerce as to bring it 
within the regulating power of Congress. The Act of the 
Fifty-seventh Congress, Chapter 552, authorizing the estab- 
lishment of a department of commerce and labor, may open 
the way for another presentation of the issues involved. The 
sixth section of the act provides, among other things, as fol- 
lows : "It shall also be the province and duty of said bureau, 
under the direction of the Secretary of Commerce and Labor, 
to gather, compile, publish and supply* useful information 
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concerning such corporations doing business within the limits 
of the United States as shall engage in interstate commerce 
or in commerce between the United States and any foreign 
country, including corporations engaged in insurance, and to 
attend to such other duties as may be hereafter provided by 
law." This most significant and important declaration by 
Congress may be the foundation of a new and successful 
effort to secure national supervision. The bureau of com- 
merce has already proved of great assistance to insurance com- 
panies transacting business in foreign countries, and if its 
work should in some way bring about a review of the dis- 
puted questions with an affirmative result, a great and perma- 
nent service will have been rendered to insurance interests. 

In the case of a business that depends for stability upon the 
law of averages, and that is able to extend its benefits over 
the whole country as easily as over a single state, the present 
condition of things is abnormal and unfortunate. Federal 
regulation of life insurance could be made to secure for 
every policy-holder all the benefits now secured by the best 
state regulation of the business, and without the crudities and 
the enormous expense involved in its regulation by forty odd 
insurance departments under our present system. 

In foreign countries the tendency has been, as in the United 
States, toward a more thorough regulation of life insurance, as 
the business has increased in volume. Without attempting to 
follow this tendency in detail, it will be sufficient for our 
purpose to indicate the character of the regulations now in 
force in two or three countries where such regulations are 
typical of underlying principles. 

Legal regulation of life insurance exists in its mildest form, 
among the great commercial nations, in Great Britain. Here 
publicity alone is relied upon to prevent mismanagement. No 
standard of solvency is set up; no examination of companies 
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is made; no special form of investment is prescribed; no 
regulation of the form of contract is attempted. A life com- 
pany may do other kinds of business, provided it keeps its life 
insurance funds separate from others. Deposits of company 
funds are not required except temporarily in the case of new 
companies. The only condition is that reports, in the form 
prescribed, shall be deposited annually with the board of 
trade. 

The four words "in the form prescribed" play an important 
part in all legal regulation of life insurance. In Great Britain, 
however, they are not made to cover severe requirements. 
Unless prescribed by the company's own rules, only a revenue 
account and balance sheet are required, except once in five 
years, when an investigation of the company's financial con- 
dition must be made by an actuary, and a report made in the 
form prescribed. This form is more comprehensive than that 
required by any American insurance department, and the 
details, are such as to make, to one familiar with such things, 
a fair disclosure of the company's condition, and of the treat- 
ment accorded policy-holders in the way of dividends and 
surrender values. 

At the other extreme, in the matter of legal regulation of 
life insurance, stands the German Empire. Dr. Alfred Manes, 
the general secretary of the German union of life insurance 
science, said in the international congress of actuaries held in. 
New York last year, in a dissertation on the German law: 
"State supervision in Germany requires (i) publicity; (2) 
attempts to guarantee solvency; and (3) cooperates in the 
business methods of the company." 

The concession under which the New York Life Insurance 
Company does business in Prussia, granted in 1899, contains 
the following conditions: 

First. — A deposit equal to one-half of the annual premiums 
with interest. 
14 
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Second. — Every change of by-laws of the company to be 
submitted to the government before being put into effect. 

Third. — ^All the dividend policies in the company to be 
grouped in a sub-division and a special profit and loss account, 
to be kept with this sub-division every year and reported 
to the Prussian government. The participation to be in the 
proportion of a certain fixed rule, by which policies that hav^ 
been in force one year are to participate at the ratio of the 
annual premium; those that have been in force two years 
at the ratio of the annual premium increased one-sixth, etc. 

Fourth. — Cash surrender values must be guaranteed in the 
policies after three years in force, in no case to be less than 
65 per cent, of the reserve, increasing 25^ per cent, each year, 
until 100 per cent, is payable. Any change in the premium 
rates, or reserve basis, or insurance conditions, affecting the 
Prussian business, must be submitted to the government for 
approval. 

Fifth. — ^War risk must be assumed for all civilians insured 
in Prussia without extra premium, a war risk reserve to be 
created, beginning with half a million dollars. 

Sixth. — ^A security fluctuation fund to be created, beginning 
with one million dollars. 

Seventh. — ^Thc Prussian securities held by the company to 
be valued in the annual report in conformity with the Prus- 
sian law. 

Eighth. — No money is to be loaned on unimproved real 
estate, or on farms, hotels, theatres, churches, breweries, fac- 
tories, or mining or other industrial enterprises. 

Ninth. — ^The company's present holdings of stocks to be all 
sold by the year rpoi, and thereafter no stocks to be held by 
the company, and no loans to be made on stocks. 

Tenth. — ^The company not to acquire real estate, except for 
office purposes or in order to secure claims under mortgage. 
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Eleventh. — ^The Prussian government is authorized to send 
delegates to the home office at any time to examine the com- 
pany, and the company will instruct all of its employees to 
give to such delegates any information desired by them. 

Twelfth. — ^The commissions on new business in Prussia 
must not exceed two per cent, of the amount insured. 

Thirteenth. — ^The fund representing accumulations out of 
which dividends are to be paid in accordance with the policy 
contracts is to be sub-divided according to the periods named 
in the policies and the year of issue and reported as a lia- 
bility. 

These conditions are now in force with respect to our busi- 
ness in all Germany. 

The report required by the German government is a very 
elaborate document ; but the form of it is thoroughly scientific, 
and an analysis of the compan3r's business, according to the 
form prescribed, gives a thorough knowledge of its condition. 
It turns a search-light on the company, and if there is weak- 
ness or waste anywhere, you know exactly where it is. A 
brief description of the report will make this clear. 

The income and disbursement account is called profit and 
loss account, because everjrthing is brought to a completed 
condition — a condition which shows the profit or loss on the 
year's business. The amount brought forward each year is 
entered in the new report in detail, as it appeared in the 
previous year's report after all adjustments had been made, — 
as premium reserves, reserves for pending insurance claims, 
profit reserve of the insured and increase of same from surplus 
of previous year, other reserves set aside for various pur- 
poses and increase of same from surplus of previous year. 
The premium income includes all premiums belonging to the 
year, whether received during the year or not, premiums de- 
ferred from the previous year and premiums paid in advance 
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being excluded. Income from securities is treated in the same 
manner, interest earned during the year being taken, no matter 
when received, and rents from real estate being net, after 
payment of taxes and expenses. 

In disbursements, payments on claims of the preceding year 
are carefully distinguished from payments on claims incurred 
during the year, and the amount remaining unpaid in each 
class is carried into the total. The same method is pursued 
with respect to dividends and endowments. Amounts paid 
for re-insurances are treated as disbursements! Re-insurance 
is treated as any other business operation, the company being 
credited with all it receives and charged with all it expends 
in the process. 

In ^'expenses of administration," first year's commissions 
include all moneys paid and indebtedness incurred to indi- 
viduals for procuring new business. Renewal commissions 
include amounts paid for renewals and in commutation of 
renewals, and any increase in the indebtedness of agents. 
"Other expenses of administration" are analyzed in a supple- 
ment under thirty-two headings. The strictly profit and loss 
items on both sides of the account are derived from a schedule 
called "Movement of Securities." In this schedule each 
security appears by number, and everything that happened in 
connection with it during the year, with cost, par, and market 
values in dollars and marks, is set forth in thirty columns, 
twelve of which are filled in every case. 

Having thus included in disbursements everything which 
made for loss during the year, the exhibit continues with a 
statement of premium reserves, profit reserves, and other 
reserves for special purposes. When this is done and a bal- 
ance struck, we have the net profits of the year, the dis- 
posal of which is noted under appropriate heads. 



Digitized by 



Google 



YALE INSURANCE LECTURES. 213 

m 

The balance sheet is very much like our own except that 
it is more fully itemized. 

If this comprised the whole report, it would not be a very 
formidable affair, but this is really only the beginning of it. 
The items which have appeared in gross are now taken up 
and traced back to their source, and compared with other 
items to which they are most closely related. In two 
schedules, called "Distribution of Premium Income and Pay- 
ment of Losses,*' the premiums received on participating and 
non-participating policies, respectively, are reported under 
eleven different classes of policies, together with the amount 
of claims and surrender values paid, the amount reserved for 
claims unpaid in each class, and the amount added to the 
reserve fund. Considerations received for annuities are 
treated in the same manner, so far as the method is applicable. 

The death-claims, having been twice reported incidentally, 
are now taken up in earnest and made to give account of 
themselves. Five schedules show the actual mortality as com- 
pared with the expected: (i) on the entire business, (2) in 
the general class, (3) in the sub-standard class, (4) in the 
tropical class, (5) in the semi-tropical class. Six additional 
schedules show the mortality of insured and annuitants by 
persons and amounts, according to year of birth of the insured 
or the annuitant, the actual mortality being compared with the 
expected, at each age. This makes in the case of insured per- 
sons, seventy-eight classes, and in the case of annuitants, 
ninety-four classes, in each of the six schedules, with all 
the details necessary to deduce the actual and the expected 
mortality for each. 

The amount paid in dividends, and the amount set apart as 
profit reserves for the payment of dividends at the end of 
specified periods, are made the subjects of searching analysis. 
A schedule called "Distribution of Profits and Movement of 
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Profit Reserves" shows the amounts insured under each of 
seven classes of participating policies, divided according to 
dividend periods. The amount paid in each class is shown, 
and in classes with dividend periods longer than one year, 
the amounts of profit reserve from the previous year, with 
additions from surplus, are also shown. 

In order to arrive at the figures shown in this schedule, the 
policies of each class, with dividend period of more than one 
year, arc shown separately for each year of issue, in eighty- 
five different groups, with the amounts insured and the move- 
ment of the profit reserve during the year. These exhibits 
of policy-groups will, in time, show the history of each class 
of deferred dividend policies from the year of issue until the 
year of maturity. The particulars required in the case of 
maturing groups are — 

1. Amount insured at time of distribution, with reserve on 
same. 

2. Total income from premiums to time of distribution. 

3. Total income from interest to time of distribution. 

4. Total disbursements for losses. 

5. Total disbursements for commissions and expenses of 
administration. 

6. Total disbursements for surrender values. 

7. Profit fund on hand for distribution. 

8. Total amount of premiums on which this fund is to be 
apportioned. 

The policy schedules are four in number, two for participa- 
ting and two for non-participating insurance. The two which 
describe the "Movement of Outstanding Insurance" are simi- 
lar to our own; while two others show the amounts insured, 
the net annual premiums, and the premium reserves for the 
year, under each of eleven different forms of policy. 
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This exhibit of the business as a whole is supplemented by 
an exhibit of the German business sufficiently elaborate to 
show its magnitude, cost, amounts paid and general condition. 

In concluding these remarks — ^already too extended, per- 
haps — I wish to say a word concerning supervision in Russia. 
The conditions of our own company's Russian concession may 
be summarized as follows : 

First. — ^An initial deposit of 500,000 roubles. 

Second. — Continuous deposits of entire policy reserve on 
Russian business. 

Third. — ^Annual deposits of 10 per cent, of the profits of each 
year on Russian business, to provide for emergencies. 

Fourth. — Subjection to the laws and courts of Russia. 

Fifth. — Strict governmental supervision of all the transac- 
tions in the Russian office. 

Sixth. — ^All dividends to be annual, beginning at the latest, 
three years from date of issue of the policy. 

Seventh. — The dividend paid in Russia on a given policy 
must be equal to the dividend paid on a corresponding policy 
in the United States, the Russian government at all times to 
have the right to send a delegate here to ascertain if this is 
the case. 

[It is not required, however, that the same premium rates 
should be charged in Russia as in the United States, and, as a 
matter of fact, we charge higher rates there than here.] 

Eighth. — ^AU the conditions of the insurance contracts to 
be submitted to the government before being put in force. 

Ninth. — ^Two (2) months' grace in payment of premiums 
to be allowed, with 6 per cent interest 

Tenth. — ^Reports, in the form prescribed, to be made to the 
Russian government and published in official journals. 
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The special feature to which I wish to call attention is this : 
The concession recites the kinds of policies that may he 
issued in Russia, giving a full description of each, in the 
language which an agent might use in endeavoring to effect 
the sale of an insurance or an annuity. It further describes 
the whole method of appl3ring for a policy, the medical exami- 
nation, the issue of the policy, the payment of premiums, 
dividends and death-claims. Evenrthing that can be done 
under the different clauses of the policy is explained, and the 
rights and duties of both the company and the insured are 
fully set forth. Then it is required that this whole document 
be printed on the back of each policy issued. It covers a 
large policy page in small type. 

This may appear to us as carrying the supervisory prin- 
ciple to extremes, and yet it has its advantages. It gives 
to every policy-holder an authoritative explanation of his 
contract, and an authoritative statement of how he must coop- 
erate with the company in carrying it out. The company has 
only to do its part in order to protect itself against both litiga- 
tion and criticism; for thus and thus is it written in the 
bond, which is law both to the insurer and the insured. 



In the time allotted to me I have only been able to touch 
upon the salient features of a subject that has already grown 
to enormous proportions. In order to get a thorough view of 
it, the least one can do is to read the annual reports of the 
insurance departments of New York, Massachusetts and Con- 
necticut; the summaries of present laws in all the states as 
given in Beckwith's "Statutory Requirements Relating to 
Insurance," and the various papers on the subject published 
in the proceedings of the national convention of state insur- 
ance officials, and of the International Congress of Actuaries. 
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While the regulation of life insurance by law has become 
something of a burden upon the companies, yet the severity 
of its requirements is a tribute to the importance of the busi- 
ness regulated. Men do not legislate so much about trifles. 
It is because priceless interests are at stake, and because 
those who are most deeply affected are in a measure helpless 
to protect themselves, that life insurance is thus hedged about 
by special statute. It has ever been the struggle of the race 
to embody in law, for the protection of the weak, that which 
the strong have won by force of intellect or of arms; and 
those who labor in the upbuilding of life-insurance may well 
rejoice in having as an ally that power to which we commit 
the keeping of our liberties, and to whose enforcement we 
owe the privileges of a well ordered state. 
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The Hazard of Inexperience 



BY JAMES W. ALEXANDER 

I feel very much more inclined to address you as a college 
man than an insurance man. If my business pursuits have 
been in the domain of insurance, a large part of my life and 
the pleasure of it has been devoted to Princeton, my Alma 
Mater, and to the great catholic cause of university education. 
It is a new sensation to appear here in the character of a 
lecturer. Most of my previous visits have been to see a foot- 
ball game, and I am quite accustomed to going away in a sad 
state of mind, so that if I fail to interest or instruct you to-day, 
my sorrow will be somewhat tempered by former discipline. 

You have sat during this course of lectures in the light of 
many of the stars in the insurance firmament, and I am sure 
you have been illuminated. Perhaps you now feel that you 
are prepared to launch companies, and to take the managing 
positions. Ah! my friends — 

"A little learning is a dangerous thing; 
Drink deep, or taste not the Pierian spring: 
There shallow draughts intoxicate the brain, 
And drinking largely sobers us again." 

If I am right, the object of a liberal education in an Ameri- 
can university like Yale, is not at once to make the student 
an expert, but to give him that all-round training which makes 
the gentleman. You study Latin and Greek, perhaps, but you 
are hardly ready to take a tilt with Professor Wright or Pro- 
fessor Perrin. You study chemistry, but you do not expect 
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on graduation to be a Pasteur or a Chittenden. You study 
electricity, but you must take a special course to be an engi- 
neer. Your president is believed to know more about rail- 
roads than any economist in the country, but I doubt whether 
even he would undertake physically to build a locomotive 
or to construct a tunnel. 

What I am trying to illustrate is the fact that you cannot 
expect from a course of lectures by eminent men, however 
intelligent or successful, to master the practical administration 
of the scheme of insurance. To do that, you must immerse 
yourselves in the actual conduct of it. The company over 
which I preside has instituted a school for that purpose for 
college graduates. This is a practical undertaking, having 
for its object the training of fit college men to earn an 
income immediately in the business of insurance. It is purely 
commercial. We do it because we believe that, other things 
being equal, the college man is the best man. We do not 
accept every applicant. We select those who have character, 
who have shown themselves to be serious and industrious, and 
preferably those who have partly or wholly worked their way 
through college by their own exertions. We take these men 
and for one month care for them in New York, and morning, 
noon and night we fill them with information of the kind to 
fit them to go at once into the field and make money. The 
students in this class have said that the instruction .concefi- 
trated into this month is more than a year's ordinary course 
in a university subject. Those who give the instruction are 
the men who have by years of labor become the leaders in our 
business. Many of those who have attended the courses have 
become themselves successful. It bears some resemblance, in 
insurance, to a specialized scientific course after graduation. 

But I suppose there are not many of you who look forward 
to this career, lucrative though it might become. Some of 



Digitized by 



Google 



220 YALE INSURANCE LECTURES. 

you will be lawyers, some legislators, some will hold public 
office, some will pursue literature, and some will essay the 
editorial function. In all these spheres and others it will be 
useful for you to know something about life insurance ; and it 
will be useful to the public for you to know how little you 
know. , 

One of the greatest clogs upon the proper conduct of this 
important enterprise of life insurance is the interference of 
ignorant and sophisticated people who, for one reason and 
another, have a temporary opportunity to exercise power or 
influence. Let me show you what I mean by relating a few 
facts. 

When some question of importance — ^perhaps vital impor- 
tance, arising in the conduct of the life insurance business — 
comes before the public, the, editor of a newspaper has the 
power to influence the opinions of thousands of people all too 
ready, I am sorry to say, to believe what is false, particu- 
larly if it is to the discredit of corporations or the capitalistic 
class. 

"The bookful blockhead, ignorantly read, 
With loads of learned lumber in his head." 

The editor has, perhaps, been through a course of lectures 
at Yale, and thinks he knows it all. With his theoretical 
kfaowledge, and his vast confidence in himself, he launches 
out, and as what is wrong is not always unpopular, he may 
succeed in distorting the minds of a considerable portion of 
the public on questions which, to be decided correctly, require 
the experience of years. The legislators read the papers and, 
similarly ignorant, they incorporate popular fallacies into laws. 
The result is the handicapping of a scientific enterprise which 
cannot be conducted to success without compliance with (jardi- 
nal principles applied in the light of experience. 
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Sometimes large outlays of money and the contribution of 
valuable time are necessary to counteract the pernicious effects 
of ignorant zeal in the direction of regulating the life insur- 
ance business from the outside. Let me give you a signal 
instance. A few years ago a policy-holder in our own com- 
pany who was about to be paid the principal of his policy — 
a matured endowment — ^with accumulated profits, was advised 
by his lawyer that he was entitled to more profits than were 
apportioned to him by the company. As a matter of fact, 
he was not. The apportionment was faithfully made by hon- 
orable and capable experts, and was absolutely correct and 
just But the lawyer, who professed to be particularly versed 
in insurance, advised his client that by a certain calculation — 
which was, in fact, utterly unscientific and fallacious — ^he could 
demonstrate that on a close division of the total surplus (or 
profits) of the company, the policy-holder was entitled to 
more than was offered him. Now, the company did not, in 
answering the suit, go into the absurdity of that particular 
calculation, because, besides its inherent fallaciousness, it was 
based on an assumption subversive of all safety or security in 
the business, namely, that the company was bound (being a 
mutual company) to divide among the policy-holder its whole 
surplus up to the very last cent. 

Now, as a company with over $200,000,000 of stocks and 
bonds might show a difference in its surplus of several mil- 
lions between the first of January in one year and another, 
according to market values on the Stock Exchange, it is 
obvious that if it divided close on one January it might thereby 
become technically insolvent on another January, merely by 
a natural decline in quoted values. Such a variation in 
values has actually occurred during the past year. So that, 
after all, the vital principle to be upheld was that there 
should exist an authority and discretion somewhere to deter- 
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mine just how much of an existing surplus it is safe and 
right to divide, and how it should be divided. And where 
can such discretion be lodged except in the board of directors 
of the company itself? Well, it cost thousands of dollars to 
carry that question to the court of appeals of New York, 
which decided that the lawyer was wrong and the company 
was right. 

Now, in my opinion, that lawyer ought to have been taught 
by somebody that he didn't know what he was talking about, 
before he undertook his quixotic campaign. And the chief 
lesson of my talk with you to-day is the importance in life 
insurance of recognizing that there may be a limit to your 
knowledge. I would rather have President Hadley's opinion 
on a question of education than my own. I do not know 
whether he would take mine on life insurance or not. 

I sometimes wonder how this vast system with its tremen- 
dous operations appears to the man unfamiliar with its prac- 
tice. To some it looks intricate. As a matter of fact, it is 
simple in its essence, but intricate in its management It 
requires experience to brush away the accessories from the 
essentials in order to comprehend the simplicity of the latter. 
To some it may appear so immense in its proportions as to 
suggest danger. On the contrary, its very greatness con- 
tributes to the ease and certainty of its handling in the 
charge of experienced and capable men. To some the con- 
centration of so much wealth in the control of single com- 
panies conjures up visions of withdrawal of money from the 
masses. Like other phantasmagoria, these fallacies vanish 
under investigation, and it is demonstrable that no wiser 
or more effective measure was ever devised for the equitable 
distribution of wealth than the life insurance institution. Even 
the assets which must be accumulated to meet the ultimate 
losses, are not hidden in strong boxes and withheld from 
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the use of the community. It is the evidences of the wealth 
that are so held. Pieces of paper. The money itself is at 
once put in circulation, invested in the active enterprises of 
the world, loaned to those who most need it, on adequate 
security; and as convenient centres for the financial accom- 
modation of the public, in the most reasonable way, these life 
insurance companies, with their enormous accumulations, are 
unsurpassed. 

I think the experts sometimes talk a little above the heads 
of the masses of onlookers. Doubtless it is well to give to all 
the opportunity to master the scientific principles of the busi- 
ness. (I use that word ''business" for the want of a better. 
Except in the case of the few proprietary companies, it is not 
a **business," not a money-making enterprise. It is a "cause," 
and a noble and unselfish one, and should be so viewed.) 
You have had much technical instruction in regard to the 
science of life insurance, and from those who know it best. 
That is well. But I am not proposing to give you any more 
X plus y raised to the n-th power. I shall not talk to you 
about logarithms, nor cite the actual mortality tables, nor 
trace the history through which sane and trustworthy formulae 
have been recognized by all as the unerring bases of safety and 
permanence. Rather, I would strive to put myself in your 
place — ^in the place of all men aiming to have an all-round, 
symmetrical education, and to be in a position, not necessarily 
to manage a life insurance company, but to reason fairly, 
modestly, and wisely in regard to the conduct of the business 
as they see it. 

You find yourselves confronted with the spectacle of a 
tremendous financial organization; so vast that it is beyond 
the ordinary gifts of the careless observer to comprehend it 
The accumulated funds of the life companies reporting to the 
State of Connecticut December 31, 1903, were over $2,175,000,- 
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cxx), and the insurance in force in these same companies was 
over $8,700,000,000. Almost the whole of this has been rolled 
up during the last fifty years, besides over $3,000,000,000 
which has been paid out by these companies in the shape of 
matured policies, dividends of profits and surrender values. If 
what is known as "industriar* and ''fratemar business 
were added, the insurance in force would be larger by 
$8,500,000,000. 

It may assist the imagination in realizing the immensity 
of these sums to compare the accumulations of the standard 
American life insurance companies with some other large 
masses of investments. For example, the national debt of 
the United States is $1,299,039,904, or about three-fifths the 
amount of the accumulated funds of the American life insur- 
ance companies reporting to the State of Connecticut. The 
capital of the Bank of England is £14,553,000, which at 
$4.86618 would be $70,800,000, or about one-fifth of the accu- 
mulated assets of any one of the three largest life insurance 
companies of America, and less than one-thirtieth of the 
accumulated funds of all the American companies reporting 
to the State of Connecticut. The combined capital of all 
the national and state banks in New York City is about 
$125,500,000. 

No wonder that the spectacle of such wealth accumulated 
in so short time should excite the ambition of ignorant men 
to do the same thing over again— often by mistaken and reck- 
less means — ^sometimes by fraudulent. No wonder that doc- 
trinaires should appear like grasshoppers to teach the men 
who have spent their lives in the work how to do it No 
wonder that the ever-present ignoramus should study to find 
some weak spot in the armor, in order to parade himself before 
the galleries as a reformer. No wonder that the pessimists 
should sigh over the dangers of such enormous undertakings. 
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No wonder that the harpies should gather to extract by foul 
means some of these millions for themselves. No wonder 
that the readers of the daily journals should get confused 
and falsely suspect some analogy between this honorably con- 
ducted, scientific, rock-bottomed institution, and the "watered" 
schemes, with their promoting "syndicates," which have 
sprung up in these latter days to allure a covetous public, and 
many of which have withered and died. 

You are to beware of all these deceptive views. You — the 
rising generation of liberally educated men — are to be the 
balancing power in the community, to protect what is right 
and just in this vast scheme of beneficence (and most of it 
is right and just) from the damage and injury which wrong 
views crystallized into action can do. 

I have seen with regret, within recent years, men inade- 
quately equipped, persuade leading capitalists to back with 
honorable names and millions of money the organization of 
a life insurance company on a basis and in a manner which 
every experienced and right-minded officer knows to be 
fraught with disappointment. And yet the whole thing 
appears regular to the subscriber not versed in that most 
important part of the business which is npt to be learned from 
tables of mortality or mathematical formulae. 

It is necessary to have knowledge of a practical kind before 
you become either an organizer or a critic of life insurance. 

Let me tell you of some of the puzzling questions which the 
executive of a great, world-wide life insurance company has to 
meet from time to time. A few illustrations will convince 
you that it is not wise for the inexperienced critic to be too 
hasty in condemning the action which he sees the company 
take. 

Japan, as you all know, is a wonderful country. No such 
example has ever been furnished of an oriental people, for 
IS 
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centuries shut out from western civilization, suddenly, within 
the space of fifty years, becoming absolutely modem, educa- 
ting itself on the European pattern, abandoning its hereditary 
and local traditions, and thoroughly equipping itself in the 
arts, habits, customs and administrative methods which 
obtain in Europe and America. The rapidly advancing: posi- 
tion taken by that remarkable people among the civilized 
nations, led some of the large life insurance companies to 
investigate the question as to whether there was not a legiti- 
mate field for insurance among the Japanese. We sent en- 
voys to that country, and carefully inspected the situation. 
The result was a conviction that a safe and desirable business 
could be done there, and on a large scale. At first blush, the 
sensational editor, writing in his sanctum on the tenth floor, 
without adequate data or adequate experience, might have 
thundered through his columns about the recklessness of insur- 
ing savages, and drawn conclusions of the incompetency of 
the management The same authority might have totally 
ignored the impolicy of insuring heavy men with large 
abdomens, right here in the city of New Haven, a class 
in which the mortality is shown by statistics to be excessive. 
But an enlightened examination of the facts demonstrated 
to those vitally interested in making no mistakes that there 
was no more reason why we should reject graduates of Yale 
University living in Connecticut, except that the distance and 
the difference in language made extraordinary circumspection 
advisable. To cover any possible and remote difference in 
mortality rate due to such causes, it was determined to 
charge somewhat more in Japan than the usual rates in the 
temperate zone of Europe and America. Several large com- 
panies established themselves there, and began business, when 
suddenly the Japanese government, always modem, always 
alert, put into operation a requirement that all foreign life 
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companies carrying on business in Japan should invest the 
full reserve fund against Japanese policies (or, in other 
words, all the money held for the payment of those policies) 
in Japanese securities, which were to be deposited with the 
government Well, why not? If Japan has organized an 
army and navy whose discipline and efficiency is second to 
none in the world and superior to most, why should not 
confidence be placed in her fiscal system? The answer is that 
at the time the decision was to be made, we did not yet 
know about the permanence of values in Japanese obligations, 
and a recognized market for them had not yet been established. 
The chances were in their favor. And as a matter of fact a 
satisfactory market has since that time been established in 
New York. But a safe management of a life insurance com- 
pany takes no chances. So that the decision of our own com- 
pany and some others was to retire from this inviting field, 
and abandon the complete oi^anization made. The step was 
taken, and all business there closed, excepting to receive pre- 
miums on existing policies and pay claims as they arose. 
But through the legations of Great Britain and America 
representations were made to the Japanese government in 
behalf of the companies of those two countries, and the 
inequity and impolicy of the drastic measures clearly set forth. 
The result was that the Japanese government demonstrated 
the broad statesmanship which characterizes its administration, 
and magnanimously receded from the position it had taken, 
and rescinded the obnoxious requirement, so that the field 
was again opened without onerous or unreasonable restrictions. 

But note how many and how complicated were the circum- 
stances upon which the initial enterprise and the final decision 
were based, and how easily the inexperienced critic might be 
swayed one way or the other in his opinion. 

Take another illustration : For many years the great Ameri- 
can companies did a flourishing business in the Empire of 
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Germany. My 0¥m company, to show its good faith towards 
its German constituents, erected a beautiful building at the 
intersection of the two principal streets in Berlin, and while 
thus making a good investment, it placed substantial property 
within the reach of the process of the German courts, and at 
the same time embellished the city and enhanced the value 
of neighboring property. But after about twenty years of 
occupation by us, the government officials instituted a suc- 
cession of vexatious measures against the foreigners. Finding 
the expenses of the business on the increase, partly as a result 
of the local influences, we introduced a clause in German 
policies, permitting the company to offset in computing divi- 
dends any excess of expense in Germany. A policy-holder 
complained of this to the government, and one day an officer 
delivered to our representative in Berlin the command of 
Prussia that we should withdraw that clause or withdraw 
from the country. We withdrew the clause, but with the 
intention to reflect whether it was wise to continue to build 
up a business in a country where such arbitrary action was 
possible. From that time on, one exaction followed another, 
until demands were made against which self-respect and a 
regard for the essential principles of a sound management 
revolted. Among other things, we have been ordered to sell 
all our stock investments, and buy only bonds, and we were 
required to keep certain accounts of certain classes of policies 
in a manner dictated to us altogether inconsistent with the 
contracts legally made years before, and as we believed for 
the best interests of the policy-holders. In other words, the 
government of Prussia, advised by men of less experience than 
ourselves, assumed in effect to arrogate to itself administra- 
tive powers in respect to the internal and general management 
of our company, and required us, so to speak, to abdicate our 
discretion and responsibility in such management We were 
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not willing to transfer the executive authority of our company 
from New York to Berlin, and respectfully but firmly declined 
to comply with demands which we regarded as unreasonable 
and unjust, and voluntarily surrendered the "concession" 
of Prussia to do business within her realm, with a written 
declaration of our position. It is fair to add that the Imperial 
German government has somewhat modified these conditions, 
but you can see that the question arising out of the situation 
were not such as to be decided offhand by doctrinaires or 
tyros. 

One more example may be of interest to you. When the 
war with Spain broke out, we had a well-organized business 
in that country, and possessed the finest commercial building 
in Madrid. Thousands of Spaniards were insured in our 
company, and we were taking in premiums and paying death 
losses from day to day. Here was a new situation. We were 
a part of a public enemy of Spain. Would there be con- 
fiscation? Could we continue to do business? Feeling was 
running very high against all Americans. A mob, in the early 
days of hostilities, surrounded our building, and tore down 
the sculptured eagle from its facade. But the issue convinced 
us that the day had passed when great private interests cannot 
be protected in time of war. Nevertheless, wisdom and in- 
genuity were requisite to secure the protection needed in this 
case. The Spanish authorities showed a very high and hon- 
orable disposition, and we contrived to relieve them from the 
embarrassment of openly favoring a hostile interest Our 
Spanish manager resigned. We convinced the government 
and the insuring public that our company was essentially, if 
not technically, an international institution; that our policy- 
holders in Spain were a part of the concern ; and that damage 
to the company meant damage to them. We mortgaged our 
building for the benefit of Spanish policy-holders, and con- 
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spicuously placarded that fact on the outside of the same. We 
appointed a committee composed of Spanish policy-holders to 
take care of the business in Spain during the war. Our late 
manager was a member of this committee. And the business 
went on«without interruption until peace was restored, pre- 
miums being received and losses paid as if no war existed. 
Thus was a serious situation successfully resolved; but can 
any one of you doubt that the handling of such a matter 
exacted knowledge and experience beyond the powers of those 
who have merely mastered the mathematics of the life insur- 
ance problem? 

There are doubtless certain fundamental principles that 
every man may get into his head, at once; and one of them 
is the law of mortality. I do not think that the mass of 
people understand what a rock of safety this law is for the 
beneficiaries of life insurance. There is nothing analogous 
in fire insurance, or in commercial business. For while the 
doctrine of averages prevails in everything in a certain sense, 
there is no such invariable rule as the law of mortality, on 
which calculations running into fifty years and more of the 
future can be confidently and surely made. 

"I see," says the enquirer, "that you have in your company 
more than a billion dollars of insurance on lives, and you 
only have $300,000,000 of invested money. Now, suppose an 
epidemic came along and wiped out all the lives, how could 
the policies be paid?" Well, it did not occur to that man that 
such a thing could not happen. Epidemics cut no figure in the 
experience of a large life insurance company with its risks 
territorially distributed. I can imagine a company so small, 
and with its risks so concentrated, that it might be embarrassed 
by a heavy local mortality, as if— to illustrate by an extreme 
case — a company had all its policies on the lives of people 
living in Martinique. Mont Pelee would have made quidc 
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work of that concern. But the destruction of that island and 
its inhabitants was, as a matter of fact, a mere pin prick to 
the great life insurance companies. 

It is curious how little variation in the mortality rate, in any 
quarter, is to be attributed to epidemics. I remember that 
when the cholera raged in Spain, some fifteen years ago, our 
rule was to pay no attention to it, except to avoid the poorer 
classes, and we had but one loss from cholera, although doing 
a large business there. I have never heard of a loss from 
bubonic plague, though doing business in many cities where it 
has appeared. The Mutual Life, in the thirty-live years cov- 
ered by one of their mortality reports, lost only sixty-seven 
from cholera, as against three hundred and fifty-nine from 
accidents. In the same period they lost twenty-seven from 
yellow fever, as against one thousand and thirty-one from 
consumption. 

It is a notable fact that if there is a heavy spasmodic mor- 
tality in one part of the world, there is a corresponding light 
mortality in some other part of the world. If the normal 
mortality of malarious regions is high, the normal mortality 
of salubrious regions is low, and the average is almost like 
clockwork. Careful companies, anxious to save for their 
patrons as much as possible, endeavor by careful selection and 
the regulation of premium rates to reduce the rate of mor- 
tality among their assured lives. In the tropics, for example, 
they charge a very much higher premium than in the tem- 
perate zone. They require extra payments by those engaged 
in hazardous occupations, such as seamen and brakemen on 
railroads. They absolutely refuse to insure intemperate men, 
or those obviously predisposed to disease. But all these safe- 
guards are maintained more for the purpose of reducing the 
cost of the insurance (through larger returns to the policy- 
holder in dividends of "profits," or savings) than because 
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of necessity on account of danger to the integrity of the 
company. 

The experience of one of the large companies, during forty 
years, showed the actual mortality among its policy-holders 
in the northeast central states to be less than 80 per cent of 
what the tables called for. In the central northwest it was 
less than 75 per cent. In certain states less salubrious in 
climate it was over 100 per cent., or in excess of the tables. 
These were the extremes. The whole of the United States 
and Canada averaged less than 90 per cent The extremes in 
Europe were not so great, and the average nearly the same. 
In tropical countries the actual mortality was higher, but in 
these latitudes it is customary to charge increased rates of 
premiums to cover the increase of mortality. 

The whole experience of a large company averages out with 
a marvelous certainty, and by reason of the precautions taken 
in the selection of the risks, as already referred to, the general 
result shows a regular and substantial saving as compared 
with the hypothetical tables of mortality employed in con- 
structing the scale of charges. That saving, with the saving 
from a higher actual rate of interest obtained on investments 
than the rate assumed in constructing the premiums; the 
saving from a lower rate of expenses than that assumed ; and 
miscellaneous profits, makes up the surplus earned, which is 
the reservoir of strength and security from which dividends 
are made to the policy-holders to reduce the cost to them of 
their insurance. 

Perhaps there is no one problem which has been more dis- 
cussed or more ignorantly criticised than the limitation of 
expenses. It would almost seem that some critics believed 
that the directors of life insurance companies took pleasure 
in a high expense rate. When you remember that, in the 
strenuous competition between the various companies, the com- 
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parison of expense ratios is one of the levers used to move 
the favor of the public, you must see that a strong motive 
is operating on the management of every company to keep 
expenses down as low as possible. Skill, experience and 
industry become exceedingly important in this domain, for it 
is as true to-day as it was when the wise man said it, "there 
is that scattereth and yet increaseth, and there is that with- 
holdeth more than is meet, but it tendeth to poverty." 

And the subject is complicated sometimes by exceedingly 
narrow views as to the object of the institution of life insur- 
ance. I have heard the head of a company doing a very 
small new business, but having on its books considerable old 
business, boasting of a low ratio of expenses to total income 
in comparison with a company doing a vast new business 
whose expense rate was higher. A very simple piece of arith- 
metic will show the fallacy of depending on such an argument 
It is usual for companies to pay a liberal commission to 
agents on the first premium, and a small commission thereafter 
on renewals. One company may have the same amount of 
running premiums as another, but on account of more effective 
management the premiums on new policies may be much 
greater in the first company than in the second. The result 
of this would be a larger apparent ratio of expenses in the 
first than in the second, but the company showing the higher 
expense ratio would be the most prosperous, and the one 
boasting of its low ratio might be dying of dry-rot The 
reducHo ad absurdum would be reached in the case of a 
company bragging that it did no business at all. This goes, 
as in the other illustrations, to show that the solution of such 
problems demands the most highly trained intellects and the 
ripest experience. 

I have heard men of the highest intelligence as to matters 
with which they were conversant, express the opinion that it 
16 
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was obvious that it would be for the best interests of the life 
insurance companies if the amount of insurance carried by 
them were limited to a certain maximum, and that they should 
only be permitted to transact sufl5cient new business each year 
to supply the vacancies created by deaths and withdrawals. 

That sounds well. It has a plausible ring. But is it 
obvious? If so, why is it that the managers of the principal 
life insurance companies of the world could not agree upon it? 
It is a fact that this question was discussed several years 
ago by some of these experts, and the project failed for lack 
of unanimity. There are honorable and experienced men at 
the head of these institutions; is it not fair to credit them 
with some wisdom, as well as some desire to do right? 

Among the arguments in favor of such a limitation of busi- 
ness is the claim that competition for volume would be 
eliminated from the administration of the companies, and that 
a consequent curtailment of expenses would ensue. I am not 
prepared to contend that such would not be the case, if the 
exact line could be ascertained between a meritorious limita- 
tion and an injurious limitation. I can readily believe that 
that remark conveys no intelligent meaning to you. If so, 
the lesson which I would teach is thereby emphasized ; namely, 
that a knowledge of the mathematics and elementary principles 
of life insurance is not enough to enable one to decide the 
questions which constantly confront the heads of a company. 
Let me explain, then, what I mean by suggesting that there 
may be difficulty, even to the most experienced manager, 
in determining just what limitation it would be wise and 
prudent to place upon the business of the largely producing 
companies. It would be plain sailing if we could be sure that 
the limitation could be made without an actual increase in 
the ratio of expenses to the mean amount at risk; without 
an increase in the ratio of mortality to mean amount at risk; 
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indeed, without a possible shattering of the very organization 
of agency and ofEce administration. Look deep into the 
matter, and see whether there is not doubt. 

There is a certain analogy between this business of ours and 
that of a railroad or manufacturing company. A railroad may 
be organized on a small scale to do a small business. A manu- 
facturing company may be similarly organized. But if either 
organizes to do a large business which is within its reach, 
certain difficulties would arise if it determined to curtail its 
business radically. In the first place it might be embarrassed 
as to what business to refuse ; and even after having solved 
that riddle, it might find itself in a relation of antagonism to 
the class refused which would be detrimental instead of 
advantageous to its best interests. It would be folly not to 
maintain the quality of its plant, and the reduction of income 
would entail an increase of expense ratio. 

Now, a large life insurance company is quite different 
in most respects from a railroad or a manufacturing corpora- 
tion, but in the respect mentioned there is a similarity. The 
large life insurance company, in order economically to main- 
tain agencies and branches (and these must exist), has to do 
a business sufficiently large at each point to justify the 
expense of the agency or branch. If this expense is in the 
shape of salaries, office rents, etc., the business done must be 
large enough to make the ratio of such rents, salaries, etc., 
to the premiums collected reasonably low. Many companies 
have found the surest way to keep this ratio low is to limit 
the compensation of the agency manager to the percentage of 
premiums regarded by the directors as reasonable and normal, 
and make the manager pay all rent, salaries, advertising, sub- 
agents* commissions, and other expenses out of that limited 
compensation. In this case the manager must conduct the 
business on terms satisfactory to the directors, or quit. But 
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suppose the directors, in order to limit the total business done 
by the company, forbids the manager to do enough in his baili- 
wick to enable him, through his restricted percentage compen- 
sation, to meet the fixed and other expenses of the agency? 
It will at once be seen that the so-called "reform" would be 
destructive of the system. 

To pursue the imaginary case further, suppose the company 
drove the manager out of business by insisting on its course 
of curtailment, with all the injustice and cruelty to him and 
his family involved — for he may be a man who has spent an 
honorable lifetime in building up, with the sanction of the 
company, a legitimate and successful business? Then the 
company must keep an office and a force sufficient to do 'the 
amount of business prescribed as the necessary reduced 
amount, according to the new system, and to collect the old 
business. How is the line to be drawn so that the requisite 
expenses to accomplish this do not prove to be greater in 
proportion to the premiums received than they were before? 
This is no fanciful picture. Precisely that predicament has 
been encountered in the actual management of a company. 

So, again, it appears that the wise determination of ques- 
tions of this kind involves a knowledge of the intricacies of 
the business impossible to be obtained without long and dili- 
gent practice. 

It may be that there is a point, yet to be discovered, upon 
which, as a happy mean between the extremes of too much 
business and too little, the wise counsels of experienced life 
insurance experts may unite; but it has not yet been clearly 
located, and it would be dangerous in the last degree for those 
not versed in the matter to attempt to force a conclusion. 

One of the most distressing features of the insistence of 
men who think they "know it all," upon introducing and 
popularizing fallacious measures in life insurance, is that the 
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loss involved in trpng experiments falls upon the innocent 
people for whom our beneficent institution is intended. It is 
positively pathetic to look over the history of assessment or 
cooperative insurance in this country, to take an example. 
I think it safe to say that two thousand of such organizations 
in the United States have failed. All the money gone that 
had been paid in by the confiding assurants! Some of these 
enterprises were fraudulent, many honest but ignorant 

You have learned that the principle of this form of insur- 
ance is to charge the members only enough to pay actual 
losses as they occur. When a member dies, the hat is passed 
around among the others. But when the members become 
tired or suspicious, they cease to contribute, and so the man 
who has been handing in annually increasing amounts, as the 
death-rate naturally increased, finds himself deserted, and 
when he dies there are not enough members left to pay his 
widow and children the amount he was promised. People 
get weary of paying an increased assessment every year, and 
the increase is inevitable on this plan. 

You have been taught that the premium charges in a regular 
life insurance company are adjusted to meet this difficulty. 
More than is necessary is charged at first, and the overplus 
is held as a "reserve" to make up for the less than neces- 
sary amount charged in later life. If an assessment company 
could be so formed that the members, once enrolled, are 
bound to continue to pay, and security given to that effect, 
the plan could be worked. It would be a disappointing and 
exasperating plan, even then, because the members would be 
paying more and more every year, until in old age the burden 
would oftentimes be intolerable. But it could be done. It 
/kw been done. In the New York Stock Exchange such a plan 
was adopted some years ago, and the member's seat is security 
for the permanence of it. But a bitter experience has brought 
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Other unsophisticated groups, with less capital behind them, 
to the acceptance of what ought to be a self-evident truth, 
namely, that in such grave matters it is better to rely upon the 
judgment of experts than to confide in the fancies of the 
uninitiated. 

One of the subjects upon which the popular sentiment is not 
trustworthy is that of "surrender values." I suppose you 
have already learned the meaning of this term. It signifies 
the return payment made by the life insurance company to the 
policy-holder, upon the voluntary surrender by him of his 
insurance. In my judgment, the tendency of competition and 
legislation on this subject has been wrong, and against the 
best interest of the prospective .beneficiaries of the insurance, 
namely, the widows and orphans. The objects of sympathy 
and protection would naturally seem to be those dependent 
ones for whose benefit the institution of life insurance was 
devised. We would expect to find the philanthropist advoca- 
ting conditions which would encourage the persistence of 
assurants in keeping up their policies. Not so. As a matter 
of fact, the tendency has been to make it more and more easy 
for the policy-holder to abandon his contract, and to enable 
him to diminish its usefulness by borrowing money upon it, 
thus creating a lien and reducing the amount to be paid under 
it. I know no other business which offers special inducements 
to constituents to bring about collapse. For it must be plain 
that the more there are who retire, the less there are to 
constitute the company, and if all yielded to the persuasive 
offers made, the disintegration would be complete. It is prob- 
ably true, morever, that those retiring are in general the 
better risks — those conscious of no physical impairment — 
while those aware of organic complaints, or whose chances 
of long life are slim, naturally stick. Any one can see 
the effect of this on the average mortality of a company. 
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Beside all this, one of the great reservoirs of surplus 
funds — ^*'profits/' as they are often somewhat erroneously 
called — is thus exhausted. And it is a legitimate source of 
profit. It was never intended, when the insurance system 
was set in operation, that those breaking the contract should 
be paid for doing so. They ought to suffer for the damage 
they inflict. The "surrender value" is a modern idea, and 
rests on a fallacy for its base. That fallacy is that each 
policy-holder has an equitable right to the "reserve*' on his 
own policy. The fallacy results from confusing a mathemati- 
cal computation with a right The total reserve fund of a 
company is ascertained by calculating the reserve on each 
policy and adding them together. But that process by no 
means implies that each policy-holder owns his own separate 
reserve. That would contradict the essential idea of insur- 
ance, which is that there is safety in numbers. Thousands of 
persons being insured, we can foretell how many will die 
each year. But we cannot foretell which persons will die. If 
each man owns his reserve, all have the right to retire, and 
each to be a little insurance company all by himself. 

The greatest prosperity of the companies, and the greatest 
good accomplished for the greatest numbers, were when the 
surrender values were small, and were confined to the form 
of fully-paid-up insurance instead of cash. It would be well 
if we could return to that state of things, but it is not likely 
that such will ever be the case. Why then discuss it? For 
the reason that the tendency should be curbed and kept within 
bounds; and more particularly, at this moment, because I 
wish to impress upon you what I stated at the outset, that 
there are intricate questions involved in this business, about 
which even men of experience differ, and which make it 
dangerous for the young theorist to be too confident that he 
is armed or equipped to direct or criticise. 
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Then, too, is the question of dividends. Sometimes it would 
appear that in the popular mind the great desideratum is 
"dividends." Which is the cheapest? That is a matter of 
such concern to many that their selection of a company 
depends on the answer. As a matter of fact, permanence is 
the important consideration, irrespective of dividends. The 
latter are a mere side issue. Cheap insurance has been the 
rock on which many a company has split, and from my ex- 
perience I would be a little wary of the concerns which based 
their claims for patronage on that doubtful attraction. Many 
a company has been organized to give insurance at cheaper 
rates than the normal, and many have gone by the board. 
Even the solvent ones must use diligence and ability of the 
highest order to remain so. It is not fair to the man who 
enters into a lifelong contract to strip him of the guarantee 
of ultimate security involved in the charge of an adequate 
premium. 

The dividends in all the mutual companies have been grad- 
ually reduced during the last twenty or thirty years, by reason 
of reduced gains from interest on investments ; reduced gains 
from lapses and surrenders; and other changes of circum- 
stances. These mutual companies can stand the strain, because 
their premiums are ample. The effect is only to reduce 
dividends, which are, as I have said, of secondary importance. 
But in the companies doing business on the lower grade of 
premium, without profits, the strain comes on the solvency 
of the company, and not on the dividend. This is not an 
attack on what are called stock companies. I am quite ready 
to admit that questions like this, on which I hold firm opinions, 
are debated by men of intelligence and experience. There are 
non-dividend companies ably, honorably, and successfully 
managed, and all credit is to be given to their directors and 
officers for their vigilance and skill in accomplishing a difficult 
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task. What is contended is that, these things being so, it 
is not for the beginner to lay down the law. 

A treatise could be written upon the subject of "War 
risks." Perhaps there is no single matter of equal importance 
upon which the opinion and practice of life insurance com* 
panics varies so much. 

The Prussian government required that companies must 
assume the war risks of ordinary citizens insured in it with- 
out extra premium, and dictated a rate for professional sol- 
diers. This was regarded by many as one of those invasions 
of the administrative discretion of a company which could not 
be tolerated. 

Without going into particulars, it will be observed that here, 
again, is a field in which ripe experience is of the gravest 
importance. 

It is perhaps o^^nate to my general subject to enquire how 
the great life insurance companies are to be officered in 
future. And it is an illustration of my lesson that the most 
efficient officers have been those who have spent their lives 
in the service of the particular company to be officered. If 
I may speak of the institution with which I am connected, 
four of its principal officers began as office boys in its employ, 
and worked themselves to the top, and four others rose from 
minor positions. There is no school which could take the 
place of experience. But the question of material is a differ- 
ent one, and I am a firm believer in the ability of the college- 
bred man to distance his competitors, starting on terms other- 
wise equal. 

If there were time, I could "improve" further upon my 
text, as used to be said by the preachers. The question of 
what assumption should be made by careful life insurance 
companies, as to the rate of interest to be obtained through 
future years on solid investments, is a vital one. And yet 
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the insurance craft are not absolutely unanimous on it Those 
who adopt the most prudent course assume three per cent, 
and yet all companies are earning more than that to-day. 
But with United States government securities yielding to the 
investor less than two per cent, is it not venturesome to com- 
pute premiums and reserves on a four per cent basis, or even 
three and one-half? The adoption of the more conservative 
course involves the charging of higher premiums, but security 
and permanence, as before stated, are of the last importance. 
$ioo/xx> per annum improved at the rate of 3 per cent interest 
will amount to $11,618,080 in fifty years. At 4 per cent it will 
amount to $151877,380. To produce the latter amount on a 
3 per cent, basis, the annual sum would have to be over 
$136,660 instead of $100,000. 

The question of taxation is one of vast importance. Per- 
haps it is asking too much to demand of legislatures and public 
officers that they should refrain from laying their hands on 
money within their easy reach, wherewith to pay municipal 
expenses, merely because it is unfair, impolitic, and directly 
contrary to the best interests of the citizens. But the failure 
of governments to take these facts into consideration is work- 
ing great injury to life insurance companies, to their policy- 
holders, and to the general body of the community. The 
amounts annually charged for the indemnity of life insurance 
—commonly called the premiums — ^are calculated (as you have 
already been taught) first to cover the pure losses by mor- 
tality, and next — ^through the "loading" — to cover expenses 
and variations. But taxation of premiums or reserves was 
almost unknown in the early history of insurance, and was 
not taken account of in calculating premiums. Neither has it 
been taken account of since, except in a general way as a part 
of miscellaneous expenses. It is a new, onerous, and alarm- 
ingly increasing incubus upon the business, and hostile to its 
best interests, as well as to the best interests of the state. 
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About $8,500»ooo was taken by taxation, in the year 1903, 
from the "level premium" life insurance companies of the 
United States reporting to the State of Connecticut This is 
a mulcting of the savings of the provident, a handicap to 
thrift, a blow at the scientific underpinning of an invaluable 
public blessing, and a misuse of power to the detriment of 
the citizen. Furthermore, there is no sort of homogeneity 
in the legislation of the various states. Massachusetts taxes 
on reserves, Pennsylvania taxes on gross premiums. One 
state taxes at one rate; one at another, and a third does 
not tax at all. The tax on gross premiums is an enormity 
in itself. It pretends to levy upon the amount taken out of 
the state by the company, but it takes no account of the money ■ 
paid back into the state by the company in the shape of death 
claims, matured endowments, surrender values, dividends, 
and conmiissions. It would only be just to deduct these from 
the premiums taxed, if indeed any tax could ever properly be 
regarded otherwise than as a wrong. 

Many of the states have reciprocal laws. They say, "Your 
company shall be taxed or exempted accordingly as the laws 
of your state tax or exempt the companies of ours." Hence, 
when the New York legislature, a few years ago, enacted 
a law imposing for the first time a tax on premiums col- 
lected in New York, the same rule became operative ipso facto 
in the states of Connecticut, Illinois, New Jersey and Wis- 
consin, in which our companies were theretofore exempt. 

Here again is matter for argument, for study, for mature 
action, and not for treatment by the inexperienced. 

The question of "surplus," and how the same should be 
treated, husbanded, and divided, is one demanding the great- 
est skill, the soundest judgment, and the ripest experience. 
And yet, the head of the insurance department of one of the 
states, a man not versed in the science of insurance, has 
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absolutely felt it to be his duty to invoke the assistance of the 
courts to compel men of long experience and unquestioned 
character, at the head of great companies, to conform their 
action to his particular view of this subject. 

What, then, is the enquiring student to do? Is he to 
refrain from storing his mind with such knowledge as he 
can acquire on this important subject? such knowledge, for 
example, as has been placed within your reach by the distin- 
guished experts who have discussed so many interesting and 
instructive subjects during the course of these lectures? By 
no means. Gather information diligently from every legiti- 
mate source. But use it with modesty. The community is 
filled with pedants in life insurance. "ICnowledge is power." 
But the good book says, "He that hath knowledge spareth 
his words." Cowper, in "The Task," says: 

"Knowledge is proud' that he has learned so much; 
Wisdom is humble that he knows no more." 

It is a simple matter for a student with an ordinary taste for 
mathematics to master the elementary principles of life insur- 
ance. You may easily follow its history, and see how it has 
developed from a crude cooperative scheme to a scientific sys- 
tem. You may learn the formulae for computing values and 
calculating probabilities. You may so equip yourselves that 
you can test the insolvency of a company, and form a judg- 
ment as to the honesty of its methods. But to take charge 
of a life insurance corporation, and conduct its business suc- 
cessfully, is quite another thing, and experience alone will fit 
you to assume such responsibility. 

The shaping and directing of one of the large life insurance 
companies is in many respects analogous to the administration 
of a government, with many complications thrown in which 
are peculiar to itself. 

Such a company, in fact, has dealings with all the civilized 
governments of the world. It has to do with their respective 
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laws and usages. It must enter the field of finance, and con- 
cern itself with economics. Medical science is indissolubly 
connected with the direction of its affairs. It commands the 
highest order of diplomacy and a study of human nature. 
Languages and nationalities, hygiene and sanitation, geography 
and climate, legislatures and courts, commercial usage and 
international comity — ^these and many other departments of 
knowledge, more or less intricate, must be studied, if not 
mastered, before the company is adequately equipped to trans- 
act a world-wide business in a safe and satisfactory manner. 
The life insurance officer, who has spent his life in the admin- 
istration of such a company, becomes sufficiently familiar with 
these subjects to direct its affairs with comparative ease, but 
it would be dangerous for the novice to attempt it, and 
ridiculous for the tyro to sit in judgment upon it. 

One can generally resort to the sacred book with the 
certainty of finding the soundest views embalmed in its com- 
prehensive teachings. So the psalmist asks and answers for 
us' the very question I am propounding: "Wherewithal shall 
a young man cleanse his way? By taking heed thereto." And 
perhaps we might well avoid ignoring the conclusion of that 
answer, although this is not a sermon — "According to Thy 
word." Study, caution, self-restraint, practice. These are the 
processes by which the student of the life insurance cause 
should "take heed." The word "pedant," which means a 
vain pretender to learning, comes from the Greek IIoij a 
child, a boy. Don't be a boy. Be a man. Be full grown 
before you tackle a man's jobs. As the English prayer-book 
has it: "Read, mark, learn and inwardly digest." To quote 
Scripture again: "Prove all things; hold fast that which is 
good." And do not forget that, as a rule, the reformer who 
essay^ to overturn the accumulated experience of a century 
on the subject we are considering is, as Solomon expresses it, 
"wiser in his own conceit than seven men that can render 
a reason." 

or THE 
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